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CORPORATE INFORMATION 


Form 10-K and Shareholder Letters 

A copy of the company’s 1993 Form 10-K annual report to the Securities and Exchange Commission will 
be furnished without charge to any shareholder upon written request. 

A letter to shareholders is mailed by the company’s stock transfer agent with the quarterly dividend 
check. Any shareholder whose stock is not registered in the shareholder’s name will be furnished a copy of the 
letter without charge upon written request. 

All written requests should be directed to: 

Kmart Corporation 
Corporate Reporting Department 
3100 West Big Beaver Road 
Troy, Michigan 48084-3163 


Dividend Reinvestment Plan 

Existing Common Stockholders of record may elect to have dividends automatically reinvested in 
additional shares of Existing Common Stock. They may also purchase shares by investing cash payments of 
$25 to $100,000, but not more than a total of $100,000 in any one calendar year. There is no brokerage 
commission or charge for this service. Participation is entirely voluntary and can be easily terminated. 

Requests for additional information about this plan, or any questions about Existing Common Stockhold¬ 
ings or dividends, should be directed to: 


Securities Transfer Services 
Dividend Reinvestment Department 
P.O. Box 8204 

Boston, Massachusetts 02266-8204 


or to: Kmart Corporation 

Investor Relations Department 
3100 West Big Beaver Road 
Troy, Michigan 48084-3163 


Should you wish to communicate with Securities Transfer Services about your Existing Common 
Stockholdings or dividends by telephone, you may do so by calling: 

1-800-336-6981. 


Transfer Agent and Registrar 

Common Stock 
NBD Bank, N.A. 

Detroit, Michigan 
Mailing Address: 

Securities Transfer Services 
P.O. Box 8204 

Boston, Massachusetts 02266-8204 
1-800-336-6981 


Preferred Stock 

The First Chicago Trust Company of New York 
Mailing Address: 

The First Chicago Trust Company of 
New York 
30 West Broadway 
New York, New York 10007 
1-800-446-2617 
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KMART CORPORATION 
CONSOLIDATED 
SELECTED FINANCIAL DATA 

The following selected financial data for the periods indicated has been derived from the consolidated financial 
statements of Kmart Corporation. Operating results and affected ratios have been restated to exc ude discontinued 
operations. The information set forth below should be read in conjunction with Management s Discussion and Analysis of 
Financial Condition and Results of Operations and the financial statements and notes thereto. 

F iscal Year Ended _ 

1993(1) 1992 199? 1990 1989(2) 1988~ 

(Dollars in millions, except per share data) 


Summary of Operations 

Sales. 

Cost of merchandise sold. 

Selling, general and administrative expenses. 

Interest expense — net. 

Income (loss) from continuing retail operations before income 

taxes . 

Net income (loss) from continuing retail operations . 

Net income (loss). 

Per-Share Data 

Earnings (loss) per common and common equivalent share from 

continuing retail operations. 

Cash dividends declared per common share. 

Book value. 

Financial Data 

Working capital. 

Total assets. 

Long-term obligations — Debt. 

— Capital leases. 

Shareholders’ equity. 

Capital expenditures — owned property. 

Depreciation and amortization. 

Ending market capitalization. 

Weighted average shares outstanding. 

Financial Ratios 

Return on sales — 

Income (loss) from continuing retail operations before income 

taxes . 

Net income (loss) from continuing retail operations . 

Return on beginning assets from continuing retail operations . .. 

Inventory turnover. 

Return on beginning shareholders’ equity from continuing retail 

operations. 

Return on beginning investment from continuing retail 

operations . 

Working capital ratio. 

Debt and equivalent as a percentage of total capitalization. 

Ratio of income from continuing retail operations to fixed 

charges(3) . 

Employee compensation and benefits, per sales dollar. 


$34,156 

$31,031 

$29,042 

$28,133 

$27,670 

$25,947 

25,646 

22,800 

21,243 

20,614 

20,310 

18,920 

7,636 

6,875 

6,603 

6,435 

6,277 

5,877 

477 

414 

384 

384 

353 

312 

(550) 

1,327 

1,189 

1,070 

444 

1,185 

(328) 

882 

789 

712 

282 

768 

(974) 

941 

859 

756 

323 

803 


$ (0.73) 

$ 1.93 

$ 1.85 

$ 1.78 

$ 0.70 

$ 1.91 

0.96 

0.92 

0.88 

0.86 

0.82 

0.66 

13.39 

16.64 

15.33 

13.47 

12.45 

12.56 

$ 4,123 

$ 5,014 

$ 4,682 

$ 3,519 

$ 3,685 

$ 3,654 

17,504 

18,931 

15,999 

13,899 

13,145 

12,126 

2,227 

3,237 

2,287 

1,701 

1,480 

1,358 

1,720 

1,698 

1,638 

1,598 

1,549 

1,588 

6,093 

7,536 

6,891 

5,384 

4,972 

5,009 

1,022 

1,435 

1,329 

814 

631 

570 

703 

600 

509 

470 

444 

424 

9,333 

10,837 

10,901 

6,095 

6,640 

7,105 

457 

456 

426 

400 

401 

401 


(1.6)% 

4.3% 

4.1% 

3.8% 

1.6% 

4.6% 

(1.0)% 

2.8% 

2.7% 

2.5% 

1.0% 

3.0% 

(2.0)% 

6.4% 

6.6% 

5.9% 

2.5% 

7.5% 

2.9 

2.7 

2.7 

2.7 

2.9 

3.0 

(4.4)% 

13.2% 

15.0% 

14.7% 

5.7% 

17.7% 

(0.1)% 

10.8% 

11.2% 

11.2% 

6.4% 

13.2% 

1.7 

1.9 

2.1 

1.8 

1.9 

2.0 

48.9% 

43.1% 

37.3% 

43.5% 

43.4% 

38.0% 

— 

3.0 

3.0 

2.9 

1.8 

3.5 

14.6% 

14.7% 

15.1% 

15.2% 

15.2% 

14.7% 


(1) Results of operations for 1993 include a pre-tax provision of $1,348 million ($862 million net of tax) for store restructuring and 
other charges. 

(2) Results of operations for 1989 include a pre-tax provision of $640 million ($422 million netof tax) for store restructuring and other 
charges. 

(3) Fixed charges represent total interest charges, a portion of operating rentals representative of the interest factor, and amortization 

of debt discount and expense. The deficiency of income from continuing retail operations versus fixed charges was $581 million for 

the fiscal year ended January 26, 1994. 
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MANAGEMENT’S 


KMART CORPORATION 


General 




portion of Kmart Corporation’s business consists of th- v ♦ J S merchandlse retailers. The dominant 

discount stores with location in each of h 50 UnheTSt ?? 3 Chain ° f 2 ’ 323 Kmart 

Internationally, the Kmart *** 31 JanU3ry 26 ’ '" 1 2 3 4 * ’ 

joint ventures in Mexico and 

is de, ' iopi " g a ' ,,ance,, ■“>» •***% 

, l .. • modernize, refurbish and streamline operations in the two Central European countries Kmart 

a so ho ds significant equity interests in Coles Myer Ltd., Australia’s larges, retailer, and substantially aU of 

rnre^Kmart’ 11 ?'' T R f , r Corporation, which operate the footwear departments in domestic Kmart 
stores. Kmart s Specialty Retail Groups consist of the Borders-Walden Group, the Builders Square Group, the 
OfficeMax Group and The Sports Authority Group. The Kmart Group also includes the operations of PayLess 
Drug Stores, which was sold in the first quarter of 1994, and PACE Membership Warehouse, substantially all 
of which assets were sold in January 1994, each of which have been presented as discontinued operations in 
the consolidated financial statements. 


The Board of Directors of Kmart Corporation (Board) has adopted a proposal (the Specialty Retail 
Stock Proposal) which, if approved by shareholders and implemented by the Board, would authorize the 
Board to issue any of four new series of common stock (collectively, the Specialty Retail Stock) designated 
KM-Borders-Walden Group Common Stock (Borders-Walden Stock), KM-Builders Square Group Com¬ 
mon Stock (Builders Square Stock), KM-OfficeMax Group Common Stock (OfficeMax Stock) and 
KM-The Sports Authority Group Common Stock (The Sports Authority Stock). While each series of 
Specialty Retail Stock would constitute common stock of Kmart Corporation, each is intended to reflect the 
separate performance of the relevant specialty retail business. The Borders-Walden Stock is intended to reflect 
the performance of Kmart Corporation’s retail bookstore group (the Borders-Walden Group), which is 
comprised principally of Kmart Corporation’s Borders, Inc. and Walden Book Company, Inc. subsidiaries. 
The Builders Square Stock is intended to reflect the performance of Kmart Corporation’s retail home 
improvement and home decor superstore group (the Builders Square Group), which is comprised principally 
of Kmart Corporation’s Builders Square, Inc. subsidiary. The OfficeMax Stock is intended to reflect the 
performance of Kmart Corporation’s retail office products superstore group (the OfficeMax Group), which is 
comprised principally of Kmart Corporation’s greater than 90% interest in its OfficeMax, Inc. subsidiary. The 
Sports Authority Stock is intended to reflect the performance of Kmart Corporation’s retail sporting goods 
megastore group (The Sports Authority Group), wfiich is comprised principally of Kmart Corporation’s The 
Sports Authority, Inc. subsidiary. The Borders-Walden Group, the Builders Square Group, the OfficeMax 
Group and The Sports Authority Group are sometimes referred to collectively herein as the Specialty Retail 
Groups. 


Results of Consolidated Operations 

Sales increased 10.1% to $34.2 billion in 1993, compared to $31.0 billion in 1992 and $29.0 billion in 

1991. Consolidated comparable store sales increased 3.6% and 2.1% in 1993 and 1992, respectively. The 
Specialty Retail Groups’ aggregate comparable store sales increased 3.5% in 1993 versus a 6.5% increase in 

1992. Refer to analysis of the Kmart Group and the Specialty Retail Groups operations below. 

Cost of merchandise sold, including buying and occupancy costs, as a percent of sales, was 75.1% in 1993, 
as compared with 73.5% in 1992 and 73.1% in 1991. Although there was competitive pricing pressure in both 
hardlines and softlines throughout the year, the increase of 1.6% of sales in 1993 resulted primarily from the 
U.S Kmart inventory reduction program and increased markdowns at the Kmart Fashions division. During 
the third quarter of 1993, Kmart Corporation increased its focus on reducing inventory levels, including 
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KMART CORPORATION 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDI I ION 
AND RESULTS OF OPERATIONS — Continued 

detailed review of the merchandise in each department and identified specific products that did not meet 
certain criteria, including sales volume and turnover level. Many of these products were higher margined, 
slower turning items. In the latter part of the third quarter and in the fourth quarter, merchandise purchases 
were significantly adjusted to reflect actual replenishment needs through increased use of automatic 
replenishment and just-in-time technology. This resulted in Kmart Corporation slowing or cancelling 
purchases of many higher-margin products. As a result, U.S. Kmart inventory was reduced by approximately 
$720 million on a FIFO basis, or 10.4%, and fourth quarter gross margin was below the prior year by 4.1% of 
sales. Kmart Corporation believes the reduction of these selected products will ultimately result in higher 
profits due to faster turnover of the remaining products, reduced carrying and ordering costs, and improved 
cash flow. Additionally, a portion of the inventory and gross margin reduction resulted from increased 
markdowns in the fashions departments reflecting greater seasonal apparel clearance activity as well as a sales 
mix more skewed toward lower margined items in 1993 compared with 1992. Inventory write-offs resulting 
from shrinkage, obsolescence or unsalable merchandise did not have a significant impact on gross margin in 
1993 compared to 1992. The 0.4% increase in cost of merchandise sold as a percent of sales in 1992 was due to 
increased clearance markdowns of spring and summer merchandise lines in U.S. Kmart stores, especially 
apparel, and competitive pressure on gross margins. 

Substantially all of Kmart Corporation’s domestic inventories are measured using the last-in, first-out 
(LIFO) method of inventory valuation. In 1993 and 1992, the inflationary impact on inventories contributed 
to pre-tax LIFO credits of $55 million and $35 million, respectively, in contrast to a pre-tax charge of 
$4 million in 1991. Kmart Corporation measures inflation using internal price indices. The 1993 and 1992 
LIFO credits resulted from reductions in Kmart Corporation’s retail prices. 

Selling, general and administrative (“SG&A”) expenses, including advertising, were 22.4% of sales in 
1993 as compared to 22.2% and 22.7% in 1992 and 1991, respectively. The increase in SG&A expenses 
relative to sales in 1993 was primarily a result of lower than expected comparable store sales combined with 
increased store operating expenses and depreciation expense, partially offset by lower advertising and 
employee compensation and benefits per sales dollar. The 1992 decrease in SG&A expenses relative to sales 
was due to improved expense control, primarily in U.S. Kmart stores, and lower advertising expense. As a 
percent of sales, employee compensation and benefits were 14.6%, 14.7% and 15.1% in 1993, 1992 and 1991, 
respectively. Advertising expense comprised 1.4%, 1.5% and 1.8% of sales in 1993, 1992 and 1991, 
respectively. The shift of the U.S. Kmart stores toward an everyday low price strategy over the past few years 
has allowed the chain to more effectively utilize each advertising dollar by reducing the frequency and size of 
circulars. 

On January 5, 1994, the Board of Directors approved a restructuring plan involving the Kmart Group, 
(including Kmart Canada), the Builders Square Group and the Borders-Walden Group. As a result, in the 
fourth quarter of 1993, Kmart Corporation recorded a charge (Store Restructuring and Other Charges) to 
earnings of $1,348 million before taxes. Net of taxes, the charge was $862 million. The provision included 
anticipated costs associated with Kmart stores which will be closed and relocated, enlarged or refurbished in 
the U.S. and Canada, the closing and relocation of certain Builders Square stores and the closing of 
underperforming Walden stores. These costs, which represent approximately 85% of the total, include lease 
obligations for store closings as well as fixed asset writedowns, primarily furniture and fixtures, and inventory 
dispositions for all affected stores. The remainder of the charge is for costs related to certain changes to 
Walden s accounting policies in connection with combination with Borders, re-engineering programs (princi¬ 
pally severance) and a non-routine legal contingency accrual. See below for additional detail regarding the 
fourth quarter 1993 charge, and also refer to the U.S. General Merchandise Operations and International 
General Merchandise Operations sections of the Analysis of Kmart Group Operations and to the Builders 
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manacement’sdiscussion andanalysis op f.nancal condition 

and RESULTS OF OPERATIONS - Continued 


Square Group and the Borders-Walden Group 
of this annex. 


sections of the Analysis of Specialty Retail 


Groups’ Operations 


(Millions) 

Kmart Group — U.S. General Merchandise Operations. 

— International General Merchandise Operations 
Builders Square Group. 

Borders-Walden Group. 

Total Kmart Corporation . 


Net interest expense on debt reflects the following components: 
(Millions) 

Interest Expense on Debt. 

Interest Income. 

Net Interest Expense on Debt. 


Net interest expense on debt in 1993 was $285 million, up 24.5% from $229 million in 1992. The 1993 
increase was a result of greater borrowings resulting from higher inventory levels in the first nine months of 
1993, acquisitions made in 1992 and the acquisition of BizMart in March 1993, partially offset by lower 
interest rates on long-term and short-term borrowings. The increase in net interest expense on debt in 1992 
was due to higher average borrowings as a result of capital expenditures related to the Kmart store 
modernization program, acquisitions and increased inventory, partially offset by lower interest rates on 
commercial paper. Kmart Corporation’s weighted average interest rates on total debt were 6.7% in 1993, 7.6% 
in 1992 and 8.5% in 1991. Weighted average interest rates for short-term borrowings were 3.2% in 1993, 3.6% 
in 1992 and 6.1% in 1991. 

Income (loss) from continuing retail operations before income taxes for the year was $(550) million, as 
compared to $1,327 million and $1,189 million in 1992 and 1991, respectively. Excluding the store 
restructuring and other charges of $1,348 million, 1993 income from continuing operations before income 
taxes was $798 million, or 2.3% of sales. 

Income tax (benefit) expense was $(222) million with an effective tax rate of 40.4% in 1993 as compared 
with $445 million with an effective tax rate of 33.5% in 1992 and $400 million with an effective tax rate of 
33.6% in 1991. Refer to the accompanying Notes to Consolidated Financial Statements for further 
information regarding income taxes. 

Net income (loss) from continuing retail operations in 1993 was $(328) million, as compared to 
$882 million and $789 million in 1992 and 1991, respectively. Excluding the net of tax $862 million store 
restructuring and other charges, 1993 net income from continuing retail operations was $534 million, or 1.6% 
of sales, in 1993, as compared to 2.8% of sales and 2.7% of sales in 1992 and 1991, respectively. The decrease 
in net income from continuing retail operations in 1993, exclusive of the store restructuring and other charges, 
resulted primarily from the inventory reduction program and gross margin pressure in U.S. Kmart stores. Net 
income from continuing retail operations increased in 1992 due to improved sales and a significant emphasis 
on cost control, partially offset by a one-time charge of $12 million, net of tax, related to Kmart Corporation’s 
guarantee of certain Bargain Harold’s leases. 

Net income (loss) from discontinued operations in 1993 was $(81) million, as compared to $59 million 
and $70 million in 1992 and 1991, respectively. Discontinued operations include the results of PayLess Drug 


Store Restructuring 
and Other Charges 

$ 865 
39 
226 
218 

$L348 


1993 

1992 

1991 

$297 

$257 

$218 

12 

28 

15 

$285 

$229 

$203 
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KMART CORPORATION 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDI I ION 
AND RESULTS OF OPERATIONS — Continued 

Stores Northwest, Inc. and PACE Membership Warehouse, Inc. which have been reclassified to reflect their 
respective plans for disposition announced in the fourth quarter of 1993. The $81 million after-tax loss from 
the operation of discontinued businesses in 1993 was the result of a significant net operating loss at PACE 
which more than offset the net income from PayLess. Additionally, in 1993, an after-tax loss of $521 million 
was realized from the disposal of discontinued businesses. 

In January 1994, PACE sold the assets and lease obligations of 93 of its warehouses and virtually all of 
the inventory and membership files in the 34 warehouses not included in the transaction to Sam s Club, a 
division of Wal*Mart, for $774 million. The book value of the assets sold to Wal*Mart was $624 million. 
Operations of the 34 remaining PACE sites not included in the transaction were discontinued and PACE is in 
the process of evaluating and marketing these leased sites as well as leased premises for unopened warehouses 
and corporate facilities. Included in the loss on the disposal of PACE was unamortized goodwill of 
$395 million, expected remaining lease obligations in the warehouses not sold, other PACE liabilities and a 
provision for additional costs anticipated during the wind-down of PACE operations. 

In addition, Kmart Corporation entered into an agreement to sell its PayLess Drug Stores subsidiary to 
Thrifty PayLess Holdings, Inc. (TPH) and its subsidiary Thrifty PayLess, Inc. for approximately $595 million 
in cash, $100 million in Senior Notes of TPH and approximately 46% of the common equity of TPH. Of the 
cash proceeds, $50 million has been invested in Senior Subordinated Notes of Thrifty PayLess, Inc. The book 
value of PayLess’ net assets to be sold was $1,186 million at January 26, 1994. The structure of the sale was 
designed to maximize value received for PayLess. It is Kmart Corporation’s intention to divest substantially all 
of its interest in TPH within one year. Management expects the disposition to be achieved either through a 
private offering or other alternative means. Accordingly, Kmart Corporation has reported PayLess as a 
discontinued operation and has recorded its investment in TPH at net realizable value. 

Both businesses have been accounted for as discontinued operations in these financial statements. 

Extraordinary item, net of income taxes. In August 1993, Kmart Corporation called for early redemp¬ 
tion of all $200 million of its SVs% debentures due January 1 , 1997. The debentures were redeemed at 100% of 
the principal amount plus interest accrued to the date of redemption. In April 1993, Kmart Corporation called 
for early redemption of all $200 million of its 10Vi% Sinking Fund Debentures due December 1 , 2017. The 
resulting redemption premium of $10 million, net of applicable income taxes, has been reported as an 
extraordinary item. 


Effect of accounting changes, net of income taxes. Kmart Corporation adopted Financial Accounting 
Standard No. 109 “Accounting for Income Taxes” (FAS 109) in the first quarter of 1993. FAS 109 requires 
that deferred taxes be calculated using the liability approach rather than the deferred method. As a result of 
the adjustment of deferred tax balances to the enacted tax rate at the date of adoption, Kmart Corporation has 
recorded a benefit of $45 million, as the cumulative effect of an accounting change. 

Kmart Corporation also adopted Financial Accounting Standard No. 106 “Employers’ Accounting for 
Postretirement Benefits Other Than Pensions” (FAS 106) at the beginning of fiscal 1993. This statement 
requires that Kmart Corporation accrue for future postretirement medical benefits. In prior years, these claims 
were expensed when paid. Net of applicable tax, a charge of $79 million has been included in net income as 
the effect of an accounting change. 


In addition, Kmart Corporation adopted Financial Accounting Standard No. 112 “Employers’ Account¬ 
ing for Postemployment Benefits” (FAS 112) in the first quarter of 1993. FAS 112 is an extension of the 
concepts underlying FAS 106 for similar benefits provided to terminated or laid-oflf employees. The financial 
effects of this statement on Kmart Corporation were not material. 
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KMART CORPORATION 

MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — Continued 

in inC ° me (lOSS) m 1993 W3S $ < 974 > ^ compared with $941 million in 1992 and $859 million 


Earning, (loss) per share in 1993 was $(2.15), as compared with $2.06 in 1992 and $2.02 in 1991. 

Effects of Inflation 

Kmart Corporation s financial statements have been prepared on a historical cost basis under generally 
accepted accounting principles. Kmart Corporation uses the LIFO method of inventory valuation in its 
historical nancial statements; therefore, the cost of merchandise sold approximates current cost. In addition, 
because Kmart Corporation is refurbishing existing stores and opening new stores, depreciation and 
amortization expense more closely approximate current cost. 


Financial Objective 

Kmart Corporation s financial policy is designed to provide Kmart Corporation and its shareholders with 
an optimum return on investment, a solid capital structure and a high degree of financial flexibility. Obtaining 
optimum return on investment requires deployment of Kmart Corporation’s assets and resources where they 
will provide the best long-term return. In seeking optimum return, Kmart management continues to focus on 
high growth retail businesses including potential retail investment opportunities, both domestically and 
internationally, in addition to funding an improved merchandise mix, the refurbishment, relocation and 
expansion of existing U.S. Kmart stores, and the expansion and refurbishment of Kmart Corporation’s 
specialty retail operations. In addition, Kmart Corporation sold or closed Kmart and specialty retail stores 
which did not generate sufficient returns. Kmart Corporation anticipates that the cash required to fund the 
Kmart modernization and Super Kmart Center programs and the Specialty Retail Groups’ expansion will be 
provided primarily by operations. Additional cash proceeds expected in 1994 from the sale of PayLess, and, 
assuming shareholder approval, the offering of shares intended to represent 20% to 30% of the equity value 
attributed to each Specialty Retail business will be used to reduce debt and for other general corporate 
purposes. On an ongoing basis, Kmart Corporation utilizes commercial paper and revolving credit to cover 
peak working capital requirements. Kmart Corporation also believes that it will continue to have access to 
long-term debt capital and plans to fund its new store program using primarily lease financing. 


Cash Flow 

Kmart Corporation funds generated by operations, investing and financing activities as reported in the 
Consolidated Statements of Cash Flows are summarized below. The accompanying Notes to Consolidated 
Financial Statements contains additional information regarding the Consolidated Statements of Cash Flows. 

Net cash provided by operations was $1,930 million in 1993 and $852 million in 1992, compared with 
$1,215 million in 1991. The increase in 1993 was due primarily to the $720 million decrease in U.S. Kmart 
FIFO inventory, increased accounts payable financing of inventory, proceeds from sale of PaCE assets and 
increased depreciation and amortization expense. The decrease in 1992 was due primarily to an increase in 
merchandise inventories net of trade payables and an increase in property held for resale, partially offset by 
increased net income and depreciation. 

i , _ _ _ 2 o in ,993 as compared with 2.7 in each of 1992 and 1991, as restated for the 

nven or> ' PayLess The improvement in inventory turnover in 1993 was attributable to the 

dacont,nuance of PACE and PayLess. ^ ^ decreased ia4 *. as compared to an 8.0* 

U.S. Kmatt division. . • primarily a result of increased focus on inventory management in 

s.L MStT<L.d P use of automatic replenishmen, systems in hardline deparlments. 
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KMART CORPORATION 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — Continued 


The 1992 change resulted from increased U.S. Kmart inventory for new and enlarged stores and a slight 
increase in comparable store inventory levels from 1991. 

Depreciation and amortization expense are recognized in determining net income, but do not require cash 
outlays. These expenses have been steadily rising each year and are expected to continue to increase, due to 
larger capital expenditures for the Kmart store modernization program and the Specialty Retail Groups’ 
aggressive expansion program. 

Kmart Corporation anticipates that after-tax cash flows related to store restructuring and other charges 
will approximate $103 million, $65 million and $70 million in 1994, 1995 and 1996, respectively, and will 
result primarily from the payment of leases and re-engineering costs (principally severance). The pre-tax cash 
flows related to store restructuring and other charges will approximate $159 million, $102 million, and $109 
million in 1994, 1995, and 1996, respectively. Lease obligation costs (including property taxes, maintenance 
and utilities) have been estimated based upon scheduled lease payments and the estimated duration of time of 
such payments from when each store is closed until the lease obligation is concluded through subleasing, 
buyout, or expiration. At January 26, 1994, the total lease obligation costs relating to the U.S. Kmart 1993 
restructuring plan aggregated $1.2 billion, of which it is management’s estimate, based upon historical results 
from the 1989 restructuring plan, approximately $580 million will be recovered through subleasing. Other 
forms of lease disposition have been considered in developing Kmart Corporation’s estimates but are not 
material. Kmart Corporation has discounted the future net cash flows using a 7% discount rate which resulted 
in an aggregate effect of discounting of approximately $150 million. Future cash outlays are based upon 
management’s estimate of the period of time between store closing and the ultimate disposition of the lease 
obligation and the remaining charge is substantially non-cash in nature. Management believes the estimates 
used to develop the timing and amount of cash flow related to net lease costs are reliably determinable. 


Net cash used for investing was $1,342 million in 1993, $1,832 million in 1992, and $1,413 million in 
1991. Cash used for investing was primarily comprised of capital expenditures for store modernization, the 
acquisition of BizMart in 1993 and, in 1992, the acquisition of Pay’n Save assets and OW Office Warehouse, 
Inc. and the purchase of 13 department stores in the Czech Republic and Slovakia. Excluding discontinued 
operations, capital expenditures for the Kmart Group, which included new distribution centers, refurbish- 
ments, expansions and store openings, were $793 million, $1,110 million and $1,035 million in 1993, 1992 and 
1991, respectively. The decrease in the Kmart Group capital expenditures in 1993 was due to a reduction in 
the number of U.S. Kmart modernization projects as the Kmart Group integrated the Super Kmart Center 
concept into the program as described below. Capital expenditures by the Specialty Retail Groups were 
primarily for new store openings resulting from the Groups’ aggressive expansion programs and totaled $229 
million, $138 million and $85 million in 1993, 1992 and 1991, respectively. Net cash used for acquisitions 
totaled $268 million in 1993, $372 million in 1992 and $115 million in 1991. 


Additional information regarding the U.S. Kmart modernization and Super Kmart Center programs and 
the expansion of the Specialty Retail Groups is included in the Analysis of Kmart Group Operations and 
Analysis of the Specialty Retail Groups Operations sections of this report. 


Kmart Corporation anticipates that the cash required to fund the Kmart store modernization and Super 

f 1 “SL° 5n l! r Pr0g ,T S and the Specialty Retail Grou P s ex P ansion will be provided primarily by operations. 
In 1994 additional funds are expected to be provided by the sale of PayLess and, assuming shareholder 

approval, the offering of shares intended to represent 20% to 30% of the equity value attributed to each of the 
four Specialty Retail businesses. 


"S'" ,n 1993 “ com|,ared wi,h " el Provided by financing of 
51,026 million in 1992 and 5485 null,on 1991. The 1993 change resulted primarily from a 5197 million net 

decease m long-ierm debl and noles payable in 1993 as compared with a net increase of $1,522 million in 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — Continued 

,992. The decease in cash provided by financing in 1993 .as primarily a resul, of toe, U.S. Kmart inventor, 

//nr) 11 ir f 6 i Q(y) WaS Ue primarily t0 a million increase in notes payable and proceeds of 
$1,012 million from 1992 debt issuances and mortgage financing. Fiscal 1991 included $986 million in 
proceeds from the Senes A conversion preferred stock offering and $700 million in proceeds from the issuance 
of medium-term notes and long-term debt, offset by a reduction in notes payable. 


Due to the seasonal nature of the retail industry, Kmart Corporation continues to utilize commercial 
paper and revolving credit to cover peak working capital requirements. Average short-term borrowings 
outstanding during 1993, 1992 and 1991 were $2,079 million, $1,136 million and $1,093 million, respectively. 
The maximum amount of aggregate short-term borrowings outstanding during 1993 was $3,220 million as 
compared with $2,371 million in 1992 and $1,509 million in 1991. Total short-term lines of credit available 
and unused were $1,473 million, $1,339 million and $789 million at the end of 1993, 1992 and 1991, 
respectively. 


Total dividends paid during 1993 were $465 million, compared with $448 million and $375 million in 
1992 and 1991, respectively. Dividends paid per Kmart Corporation existing common share were $0.95, $0.91 
and $0.87 in 1993, 1992 and 1991, respectively. Dividends paid in 1993, 1992 and 1991 per $3.41 Depositary 
Share (each representing one-quarter share of Series A conversion preferred stock) were $3.41, $3.41 and 
$1.06, respectively. Dividends paid per Series B convertible preferred stock were $11.50 in 1993 and $1.44 in 
1992. 


Capital Structure 


The following three-year analysis of Kmart Corporation’s capital structure summarizes Kmart Corpora¬ 
tion’s total debt and equivalent and total capitalization: 


($ Millions) 

Long-term debt due within one year. 

Capital lease obligations due within one year 

Notes payable. 

Long-term debt. 

Capital lease obligations and other. 

Total debt and equivalent. 

Deferred income taxes. 

Shareholders’ equity. 

Total capitalization. 


1993 

% 

1992 

% 

1991 

% 

S 390 

3.4 

$ 117 

0.8 

$ 39 

0.4 

116 

1.0 

113 

0.8 

107 

1.0 

918 

8.0 

590 

4.3 

— 

— 

2,227 

19.5 

3,237 

23.6 

2,287 

20.1 

1,936 

17,0 

1,862 

13.6 

1,802 

15.8 

5,587 

48.9 

5,919 

43.1 

4,235 

37.3 

(264) 

(2.3) 

268 

2.0 

234 

2.0 

6,093 

53.4 

7,536 

54.9 

6,891 

60.7 

$11,416 

100.0 

$13,723 

100.0 

$11,360 

100.0 


Total debt and equivalent as a percentage of total capitalization was 48.9% in 1993. 43.1% in 1992 and 
37 3% in 1991 The increase in 1993 resulted from lower shareholders' equity and a change in deferred taxes as 
frescofIhe T 993 store restructuring and other charges, partially offset by reduced deb, outstandtng. The 
increase in 1992 resulted from higher levels of debt outstanding. 

n rvtnhor 30 1992 Kmart Corporation issued 784.938 shares of Series B convertible preferred stock in 

quarter of^share^of Series A auiwmion l prefered~stock, < lbr ^M^pcrDeposfiriry^Share' Net'pr^ee'ds"^^^^! 
__CQ8A million. 
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KMART CORPORATION 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — Continued 


Analysis of Kmart Group Operations 

At January 26, 1994, the Kmart Group consisted of both domestic and international operations. A total of 
2,323 Kmart stores were located in the United States and Puerto Rico, including 19 Super Kmart Centers, all 
in the United States. The Kmart Group’s international operations included 127 Kmart stores in Canada and 
13 stores in the Czech Republic and Slovakia. 


1991 


A three-year summary of the Kmart Group’s sales and operating 

income 

follows: 




% 


% 

(U.S. $ Millions) 

1993 

Change 

1992 

Change 

Sales 





United States . 

. $26,949 

6.4 

$25,326 

3.4 

International. 

. 1,090 

(4.7) 

1,144 

7.9 

Total Sales . 

. $28,039 

5.9 

$26,470 

3.6 

Operating Income(l) 





United States .. 

. $ 966 

(33.6) 

$ 1,454 

9.8 

International. 


4.3 

46 

— 

Total Operating Income. 

. $ 1,014 

(32.4) 

$ 1,500 

11.4 

Capital Expenditures—Owned Property(2). 

. $ 793 


$ 1,110 



$24,488 

1,060 

$25,548 



(1) 1993 operating income excludes store restructuring and other charges of $865 million and $39 million for 
United States and International operations, respectively. 

(2) Excludes capital expenditures of discontinued operations. 

U.S. General Merchandise Operations 

Domestic Kmart store sales increased 6.4% in 1993 as a result of a 3.8% comparable store sales increase 
and an increasing number of stores in operation, partially offset by a 2.4% decrease in the average selling price 
of merchandise resulting primarily from competitive factors. Sales in domestic Kmart stores increased 3.4% in 
1992 due to a 1.5% comparable store sales increase, store openings and improved sales in the prescription drug, 
jewelry and home fashions departments. Sales per square foot in U.S. Kmart stores, including unconsolidated 
Kmart store licensee sales, were $182 in 1993 and $181 in 1992. Both comparable store sales and sales per 

square foot were affected by competition, lower selling prices and interruption caused by the store 
modernization program. 

On January 5 1994, the Board approved a restructuring plan to modernize the remaining stores and, as a 
result the Kmart Group recorded a pre-tax charge of $865 million in the fourth quarter of 1993 relating to 
U S. General Merchand.se Operations. The charge is principally for specifically-identified relocations which 
w. result 1 “ replacmg smaller ’ less Productive stores with larger stores in better locations. These new stores 
are expected to generate improved sales and gross margin which will be partially offset by increased store 
occupancy and deprecation expense. The Kmart Group also expects that there will be continued sales and 
profitability improvement at the stores modernized to date. In 1993, modernized stores (including new stores 
relocations, expansions and refurbishments) outperformed non-modemized stores by 17% in sales 12% Tn 
customer count, 16% in units sold and 6% in transaction amounts, and the Super Kmart Center stores ooen the 
lull year averaged excess of J55 million ,n sales. These large,-formal slores are a key nan of The Kman 

foZTslo" Tnd“lb?'SS? “ ,h ' mark '"> la " Tl " 0^ win morale these larger- 

tormat stores and the Super Kmart Center program into the remaining U.S. Kmart store modernization 

5TJ5 LTiST an,kipa,es ,hat thps,ore -» bo suhsTnl^y” 
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KMART CORPORATION 

MANAGEMENT’S DISCUSSION AND ANALYSIS OE FINANCIAL CONDITION 

AND RESULTS OF OPERATIONS - Continued 

Thesf <^sTndndeTjeT\S2 s 0 f 92 ^ "‘"T “ ,he S,0re expansions and refurbishments. 

T,nve„ r „o, p q^ 

charge does not include any provision for store occupancy, depreciation expense or normal inventory 
markdowns prior to the closing or completion date of a project. Kmart Corporation has accrued all significant 
costs in connection with store modernization. The remainder of the charge relates to the implementation of re¬ 
engineering programs (principally severance) totaling $45 million and other non-recurring charges. 

An important component of the 1993 restructuring plan is the integration of the Super Kmart Centers 
and larger-format (110,000 square feet) discount stores. This is in contrast to the 1989 restructuring plan in 
which management believed that the Kmart Corporation could effectively compete with its then large format 
(86,000 square feet) discount store. As a result, on January 5, 1994, the Board of Directors approved the 1993 
restructuring plan which assumes closure of 503 additional stores and expansion and refurbishment of the 
remaining 500 unmodemized stores. The following table outlines the 1993 restructuring plan and planned 
projects by year: 



1993 

Restructuring 

Planned Projects by 

Year 


Plan 

1994 

1995 

1996 

1997 

Closings and Relocations. 

. 503 

100 

150 

175 

78 

Expansions. 

. 265 

55 

84 

96 

30 

Refurbishments. 

. 235 

35 

100 

100 


Total. 

. 1,003 






The 1989 restructuring plan included $365 million for 310 closed/relocated stores and $141 million for 
1,880 expanded/refurbished stores. Relating to the 1989 restructuring plan, Kmart Corporation has 
closed/relocated 323 stores and expanded/refurbished 874 stores and has incurred $418 million and $71 
million relating to these store closures/relocations and expansions/refurbishments, respectively. There is $17 
million of the reserve remaining from the 1989 restructuring plan which will be used for future lease costs. 
Actual costs on a per store basis have been higher than the original estimate for the closed/relocated 
component of the 1989 restructuring plan due primarily to higher than expected net lease costs. The actual 
costs for expansions/refurbishments, on a per store basis, have been slightly higher than the original estimate 
due primarily to fixed asset write-offs related to store refurbishments. The 1993 restructuring plan includes 
$697 million and $78 million for store closures/relocations and expansions/refurbishments, respectively. The 
closure and relocation costs above original estimates were charged to the reserve for expansions and 
refurbishments and no changes to the original reserve were recorded pnor to the fourth quarter of 1993. Also 
included in the 1993 charge was $20 million to increase the reserve for lease obligations for stores closed as 
part of the 1989 restructuring plan. There are ten stores included in the 1993 restructuring plan that have 
previously been expanded/refurbished that will now be closed and relocated. Kmart Corporation does not 
expect to close or expand any additional previously modernized stores. It is Kmart Corporation s policy to 
close a store and open the relocated store within da\s of each other. 

The unmodemized stores contributed approximately $95 million to after-tax earnings from continuing 
coerations before store restructuring and other charges in 1993. These stores have and will continue to have a 
e h e .am n » end rolling from rales declines and gross margin deienoranon due ,0 competitive factors. 
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KMART CORPORATION 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — Continued 

Based upon management’s analyses and extrapolation of these results, it is expected that they will, in the 
aggregate, approximately breakeven for the period through modernization. 

Operating income, excluding the store restructuring and other charges of $865 million, in domestic 
Kmart stores decreased 33.6% to $966 million in 1993 due primarily to gross margin pressure. Although there 
was competitive pricing pressure in both hardlines and softlines throughout the year, the lower gross margin in 
1993 was primarily related to the U.S. Kmart inventory reduction program and increased markdowns at the 
Kmart Fashions division. As a result of a domestic Kmart inventory management program, which included the 
increased use of automatic replenishment systems in hardline departments, gross margins were significantly 
effected by the inventory reduction and resulting change in the mix of merchandise purchased, primarily in the 
fourth quarter of 1993, as compared to 1992. Domestic Kmart operating income increased 9.8% to $1,454 
million in 1992 due primarily to an increased emphasis on cost control, which included the ability to reduce 
product procurement costs, and a LIFO credit, partially offset by a decline in gross margin due to increased 
competitive pricing pressure and spring and summer seasonal clearance activity. In 1992, operating income 
also benefited from U.S. Kmart cost control measures, such as better controlled store hours due to improved 
labor scheduling, revised human resource initiatives, including elimination of Sunday overtime and Christmas 
remembrance, changes in vacation policies and reduced promotional advertising expense. As many of the cost 
control programs were implemented in late 1991, the full impact on lowering expense was realized in 1992. 

During 1993, the Kmart Group temporarily reduced the pace of its U.S. Kmart modernization program 
as it assessed both the Super Kmart Center program and the remaining stores to be modernized. In 1993, the 
Kmart Group opened 14 new Super Kmart Center stores. A 150,000 to 185,000 square-foot Super Kmart 
Center features a full line of Kmart general merchandise and groceries as well as a variety of ancillary services 
including dry cleaning, hair care, optical and floral shops. While the Super Kmart Center program is still in its 
early stages, Kmart plans to open approximately 55 Super Kmart Center stores in 1994 and believes there is 
potential to open several hundred Super Kmart Center stores over the next several years. The Kmart Group 
anticipates that the new Super Kmart Center stores will be financed with lease financing. The average cost of 
each site’s inventory, net of expected payable financing, furniture and fixtures and leasehold improvements is 
expected to approximate $6 million. 

Excluding Super Kmart Centers, the Kmart Group completed 177 modernization projects in 1993 as 
compared with 444 projects and 474 projects completed in 1992 and 1991, respectively. Kmart Corporation 
anticipates completion of approximately 170 to 200 U.S. Kmart discount store modernization projects in 1994 
including approximately 80 new discount stores. U.S. Kmart capital expenditures for owned property are 
expected to approximate 1992 levels in 1994 as compared with $0.8 billion in 1993, $1.1 billion in 1992 and 
$1.0 billion in 1991. 

Activity for the U.S. Kmart store modernization program for the past three years is summarized in the 
following table: 


New stores (including relocations) 

Kmart stores. 

1991 

1992 

1 1 A 

1993 

1 1 A 

Total 

Complete 

A1 Q 

Super Kmart Centers. 


i 14 

5 

110 

14 

4ZV 

19 

Store expansions. 


i n 

C 1 


Store refurbishments . 


1 LL 

J 1 

i n 

4jU 

AAA 

Totals. 


zuo 

1U 

1 Q 1 

444 

1 711 



44V 

1VI 

1, DLL 
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KMART CORPORATION 

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — Continued 

International General Merchandise Operations 

At January 26, 1994, international operations consisted of 127 Kmart stores in Canada and 13 department 

stores located in the Czech Republic and Slovakia The Central ♦ . , . ., irk __ 

a t ~ V , . d ‘ ine ^ entral European stores were acquired in mid-1992 

and represent the Kmart Group’s entry into that market. The Kmart Group is developing advanced 

distribution methods and merchandising skills to modernize, refurbish and streamline operations in the two 
Central European countries. 

International sales decreased 4.7% in 1993 due primarily to lower Kmart Canada sales resulting from 
unfavorable exchange rates relative to the U.S. dollar, weak consumer spending attributed to increased taxes 
in Ontario where approximately two-thirds of Canadian stores are located and unfavorable weather in the 
eastern provinces of Canada during the first half of the year. International sales increased 7.9% in 1992 
primarily as a result of the purchase of the Central European stores in mid-1992. Kmart Canada’s 1992 sales 
were positively effected by a strong Christmas season partially offset by weak economic conditions and 
deterioration of the Canadian exchange rate throughout the year. Czech Republic and Slovak operating 
income improved in 1993 while Kmart Canada’s operating income approximated prior year levels. Czech 
Republic and Slovak operations were profitable in 1992, and 1992 operating profit at Kmart Canada improved 
significantly over 1991 due to the excellent Christmas season and strong expense control. The Canadian 
average dollar exchange rates were 0.7745 in 1993, 0.8226 in 1992 and 0.8708 in 1991. 

On January 5, 1994, the Board approved a restructuring plan to modernize the remaining Kmart stores in 
Canada and, as a result, the Kmart Group recorded a pre-tax charge of $39 million in the fourth quarter of 
1993. Of the total charge, $33 million is for specifically-identified store modernization projects including store 
relocations, enlargements and refurbishments. These costs include lease obligations for store relocations 
totaling $15 million, (primarily furniture and fixtures) fixed asset writedowns to net realizable value totaling 
$7 million and inventory liquidation costs during the final stage of the project totaling $11 million for all 
affected stores. Such charge does not include any provision for store occupancy, depreciation expense or 
normal inventory markdowns prior to the closing or completion date of a project. The remainder of the charge 
relates to the implementation of re-engineering programs (principally severance). 

As part of its international expansion strategy, the Kmart Group has formed joint ventures in Mexico and 
Singapore and, in 1994, expects to open five stores in Mexico and two stores in Singapore. 


The following table highlights the Kmart Groups store activity during 1993. 


Planned 


Kmart 

United States. 

Canada . 

Czech Republic and Slovakia . 

Mexico. 

Singapore. 

Other. 

Total General Merchandise. 

General Merchandise Selling Square Feet (Millions) 
General Merchandise Store Sales per Square Foot 


End 

End 


1993 Activity 


End 

1991 

1992 

Opened 

Closed 

End 

1994 

2,249 

2,281 

130 

(88) 

2,323 

2,364 

126 

127 

1 

(1) 

127 

131 

— 

13 

— 

— 

13 

13 

— 

— 

— 

— 

— 

5 

_ 

— 

— 

— 

— 

2 

_16 

_14 

13 

Jl) 

23 

14 

2,391 

2,435 

144 

193) 

2,486 

2,529 


— 

— 

— 



151 

159 



168 


— 

- 





$184 

$179 



$179 
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KMART CORPORATION 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — Continued 


Analysis of the Specialty Retail Groups’ Operations 


At January 26, 1994, the Specialty Retail Groups consisted of the Borders-Walden Group, the Builders 
Square Group, the OfficeMax Group and The Sports Authority Group. The Specialty Retail Groups 
continued their aggressive store expansion programs and closed or relocated underperforming stores as 


illustrated in the following table: 


End 

1991 

Borders-Walden Group 

Borders. — 

Walden*. 1,217 

Builders Square Group. 144 

OfficeMax Group. 79 

The Sports Authority Group. 36 

Total Specialty Retail Groups. 1,476 


Specialty Retail Groups’ Selling 
Square Feet (Millions) . .1_7 


Planned 

1993 Activity _ End 


1992 

Acquired 

Opened 

Closed 

End 

1994 

31 


15 

(2) 

44 

71 

1,202 

— 

7 

(50) 

1,159 

1,044 

165 

— 

28 

(16) 

177 

186 

179 

105 

53 

(9) 

328 

373 

56 


24 

— 

80 

108 

1,633 

105 

127 

177) 

1,788 

1,782 


22 28 


* Excludes 57, 58 and 58 Walden Software stores operated in 1993, 1992 and 1991, respectively. 

Combined capital expenditures by the Specialty Retail Groups were $229 million, $138 million and 
$85 million in 1993, 1992 and 1991, respectively, and were primarily to fund new stores. Combined Specialty 
Retail Groups’ capital expenditures are expected to approximate $285 million in 1994. Financing for the 
Specialty Retail Groups’ investing activities will be provided primarily by their operations, lease financing for 
new stores and corporate financing activities. 

A three-year summary of the Specialty Retail Groups’ aggregate sales and operating income follows 
($ millions): 


Sales. 

Operating Income(l). 

Comparable Store Sales Increase. 

Capital Expenditures — Owned Property. 

(1) 1993 operating income excludes store restructuring 


% Change 


1993 

1992 

1991 

1993 

1992 

$6,118 

$4,561 

$3,495 

34.1 

30.5 

$ 152 

$ 138 

$ 116 

10.1 

19.0 

3.5% 

6.5% 

6.9% 



$ 229 

$ 138 

$ 85 




and other charges of $444 million. 


Aggregate Specialty Retail Group sales increased 34.1% to $6,118 million in 1993 as a result of 127 new 
or relocated stores, the March acquisition of 105 BizMart stores by OfficeMax and a 3.5% comparable store 
sales increase. The Specialty Retail Groups’ aggregate sales increased 30.5% to $4,561 million in 1992 due to 

128 new stores 63 stores acquired through the expansion of two Groups within existing lines of business and a 
6.5% comparable store sales increase. Total 1993 operating income for the Specialty Retail Groups excluding 
the store restructuring and other charges, increased 10.1% to $152 million from $138 million in 1992 and 
$116 million m 1991 due to new and acquired stores and improved operating leverage. The Specialty Retail 
Groups represented 17.9% of 1993 consolidated sales and 13.0% of total 1993 consolidated operating income 
before the store restructuring and other charges. 
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KMART CORPORATION 

MANAGEMENT’S DISCUSSION AND ANALYSIS OP FINANCIAL CONDITION 

AND RESULTS OF OPERATIONS - Continued 

Borders-Walden Group 

comprised of Borders, Inc. 0 ^^ p 3 ' 1 * '" 8 b °°J retailer in the United States and is 

1994 P Borders operated 44 large format Lpe^ ^77^ 

designed to be the premier book retailer in its market, and Walden, which is the largestTperatorof ma^ased 
bookstores in the United States, operated 1,159 stores in 50 states and the District of Columbia 

Although Borders and Walden will continue to operate independently, Borders and Walden recently have 
been combined under common executive leadership in order to realize synergies in certain areas, including in 
the development of inventory control systems and in merchandise distribution. 

Borders-Walden’s business strategy is to accelerate the growth of its books and music superstore business 
and to increase profitability at Walden. Borders-Walden intends to accomplish this by (i) opening at least 20 
to 25 Borders Books and Music superstores in each of the next two fiscal years and reconfiguring or expanding 
virtually all of Borders’ existing book superstores to the Borders Books and Music format, (ii) increasing 
Walden’s profitability by reducing inventory shrinkage, containing expenses and, with the implementation of 
Borders sophisticated inventory management technology, improving sales per store and inventory productivity 
over the long term and (iii) continuing to develop and refine Borders’ sophisticated inventory management 
system. 

On January 5, 1994, the Board approved a restructuring plan involving the closing of approximately 
200 underperforming Walden stores. Management believes that these closures will better enable Borders- 
Walden to compete effectively in the mall-based arena. Management expects the closure of these stores will 
be substantially completed in 1994 and that total sales levels will decrease proportionally and that overall 
operating expenses, including employee costs, occupancy expenses and depreciation charges will decrease 
further resulting in improved earnings levels compared with the prior year. 

As a result of the restructuring plan, Borders-Walden recorded a pre-tax charge of $143 million ($85 
million net of tax) in the fourth quarter of 1993 for store closing costs and other non-recurring charges. Of the 
total pre-tax charge, $122 million is for store closures. These costs include $74 million principally for lease 
buyout costs, $21 million for the disposition of inventory to be liquidated during the final closing of each store, 
and $27 million for the writedown of fixed assets, primarily furniture and fixtures, to net realizable value. Of 
the remaining charge, $15 million relates to costs associated with combining certain operations of Borders and 
Walden, including inventory reduction costs and costs of consolidating redundant distribution center functions. 
The remaining $6 million relates to re-engineering programs (principally severance). In addition, a pre-tax 
charge of $75 million related to certain changes to Walden’s accounting policies was recorded in connection 
with combination with Borders including a change in the method of inventory valuation for Walden from last- 
in, first-out (LIFO) to first-in, first out (FIFO) to conform Walden’s inventory accounting and to correct 
certain prior period errors with respect to inventory shrinkage, lease accounting, and revenue recognition, and 
to conform the accounting policies of Walden and Borders in the area of fixed asset capitalization. Such 
changes were made in consideration of separate reporting of the Borders-Walden Group results in connection 
with the Specialty Retail Stock Proposal. Kmart Corporation believes the pre-tax effect of recogmzmg the 
corrections of errors of $93 million, accounting changes calling for restatement of ($57) mill.on and other 
accounting changes of $36 million does not have a material impact on the results of operations. Had Kmart 
Corporation recorded the accounting changes of $36 million as accounting changes, the net loss from 
continuing retail operations would have been reduced by $23 million. As a result of reflecting these amoun^ in 
the fourth quarter of 1993 in the consolidated financial statements, net income (loss) of the Kmart Group 
differs by the restated amounts discussed above, but will be the same in future peno s. 
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KMART CORPORATION 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — Continued 


Borders-Walden results of operations for the last three years follow ($ 

millions): 








% Change 


1993 

1992 

1991 

1993 

1992 

Sales. 

. $1,370 

$1,202 

$1,140 

14.0 

5.5 

Operating Income(l). 

. $ 50 

$ 46 

$ 38 

8.7 

21.1 

Comparable Store Sales Increase 

Borders. 

. 14.8% 

12.6% 




Walden. 

. 0.7% 

1.4% 

5.8% 




(1) Borders-Walden 1993 operating income excludes store restructuring and other charges of $218 million. 

Sales in 1993 were S 1,370 million, a 14.0% increase, over sales of $1,202 million in the prior year. The 
1993 sales increase was primarily due to the inclusion of a full year of sales for the Borders stores versus three 
months in the prior year. Comparable Walden store sales increased 0.7% in 1993 versus a 1.4% increase in 
1992. The slower rate of Walden comparable store sales growth was a result of increased competition from 
superstores in several markets and sluggish mall traffic. In 1993, Borders-Walden reported an operating loss of 
$168 million, inclusive of the store restructuring and other charges of $218 million. Excluding store 
restructuring and other charges, 1993 operating income was $50 million, or 3.6% of sales, as compared to 
operating income of $46 million, or 3.8% of sales, in the prior year. The 1993 increase resulted primarily from 
higher sales and improved gross margins, partially offset by increased goodwill amortization as a result of the 
acquisition of Borders by Kmart Corporation. 

Sales of Borders-Walden in 1992 were $1,202 million, a $62 million, or 5.5% increase over sales of 
$1,140 million in 1991. The increase was attributable to the acquisition of Borders in October 1992, which 
contributed $56 million in sales, and a 1.4% comparable store sales increase at Walden. Operating income of 
Borders-Walden in 1992 was $46 million, or 3.8% of sales, as compared to $38 million, or 3.3% of sales, in 
1991, primarily as a result of increased sales and gross margin, partially offset by higher selling, general and 
administrative expenses. 

Builders Square Group 


At January 23, 1994, the Builders Square Group (“Builders Square”) operated 177 home improvement 
stores in 26 states and Puerto Rico, of which 130 were Builders Square I Stores (“BSQ I Stores”) and 47 
were Builders Square II Stores (“BSQ II Stores”). The business strategy of Builders Square is to phase out 
its self-service warehouse-style home improvement stores and operate large format superstores that emphasize 
customer service and provide an extensive selection of quality products and services to repair, remodel, 
redecorate and maintain both home and garden. Builders Square’s goal is to have virtually all stores in the 
BSQ II Store format by the end of fiscal 1997. 


On January 5, 1994, the Board approved a restructuring plan to convert virtually all of the existing 
Builders Square stores to the new Builders Square II format by 1997, The Builders Square II stores have an 
eas.er-to-shop layout that utilizes a “store-within-a-store” format with substantially increased customer 
service levels. In connection with the restructuring plan, Builders Square is closing selected Builders Square I 
stores, converting the balance of existing Builders Square I stores to the Builders Square II format and filling 
in existing and contiguous markets with Builders Square II stores. During the next four years, Builders Square 
currently expects to phase out 117 Builders Square I stores by closing 8 stores, relocating 66 stores and 
renovating 43 stores. In addition, Builders Square plans to open approximately 10-20 new Builders Square II 
stores during each of the next two years. 1 * * 4 
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million, net of tax) in the founh n q"anir"on993'for^Square recorded a pre-tax charge of S226 million (J141 
Builders Square I store, the b’SLS^' n 

specifically-identified store relocations and renovations. These costs includeSl^mSlT^f * “S" “ ** 
a $37 million for the disposition of inventory to be limriHa JhT • 7! 44 " f ° r lease obl *gations, 

mill,on for the writedown of hxed ,h ' fi " a ' C,osi "* of each s,ore a " d 

doe, no, include any provision for sm,7icu^ denSi™ ,al “' S “ h "“'2' 

to the closing or completton date of a project. The'remainder of SeTrg” ” 1 ™ ”1"” 
a non-routine legal judgment resulting from the insolvency of the insurer. 

Builders Square’s results of operations for the last three years follow ($ millions): 


Sales. 

Operating Income(l). 

Comparable Store Sales Increase 


% Change 


1993 

$2,719 

1992 

$2,419 

1991 

$2,049 

1993 

12.4 

1992 

18.1 

$ 61 

$ 80 

$ 74 

(23.7) 

8.1 

0.9% 

8.5% 

7.0% 




(1) Builders Square’s 1993 operating income excludes store restructuring and other charges of $226 million. 


Sales in 1993 were $2,719 million, a 12.4% increase, over sales of $2,419 million in 1992. The 1993 sales 
increase was due to the 28 stores opened, all of which were BSQ II Stores, in 1993 and the inclusion of a full 
year of sales for the 22 stores opened in 1992. Comparable store sales increased 0.9% in 1993 versus an 8.5% 
increase in 1992. The slower rate of comparable store sales growth in 1993 was a result of increased 
competition in the Northeast and Midwest, severe winter weather conditions that continued into the spring 
selling season and the strong comparable store sales growth reported in the Southeast region in 1992 as the 
result of rebuilding in the aftermath of Hurricane Andrew. Inclusive of store restructuring and other charges of 
$226 million, operating loss in 1993 was $165 million. Excluding store restructuring and other charges, 
Builders Square 1993 operating income was $61 million, or 2.2% of sales, as compared to $80 million, or 3.3% 
of sales, in the prior year. The decrease in operating profit in 1993 resulted primarily from lower than expected 
sales, higher occupancy costs and increased payroll expenses associated with improving the level of customer 
service in the store. 


Sales of Builders Square in 1992 were $2,419 million, a $370 million, or 18.1%, increase over sales of 
$2,049 million in 1991. The 1992 sales increase was due to the opening of 22 new stores during the year, 
including eight BSQ II Stores, and to an 8.5% comparable store sales increase which resulted from strong 
sales in the Southeast in the aftermath of Hurricane Andrew, an improved merchandise mix and in-stock 
position, a continuing shift to an everyday fair price position and to higher average sales per transaction. 
Operating income increased 8.1% in 1992 due primarily to increased sales, well controlled costs and in the 
prior year, the closing of 14 underperforming stores, partially offset by a $10 million LIFO charge in 1992 as 
compared to a LIFO credit of $2 million in 1991 and increased pre-opening expense. 


OfficeMax Group 

The OfficeMax Group (“OfficeMax”) is one of the largest operators of high-volume deep discount office 
products superstores in the United States, operating 328 superstores in 38 states as of January 22 1994. 
OfficeMax plans to open approximately 60 to 70 stores in each of the next two years. Management es .mates 
that OfficeMax’s cash requirements, exclusive of pre-opening expenses, will be approximately $1.0 million for 
each additional store. These requirements include an average of approximately $0.4 million for leasehold 
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KMART CORPORATION 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS — Continued 

improvements, fixtures, point-of-sale terminals and other equipment in the stores and approximately 
$0.6 million for the portion of the store inventory that is not financed by vendors. 

On March 4, 1993, OfficeMax acquired BizMart, Inc., a 105-store national office products superstore 
chain with stores located primarily in the Southwest, West and Pacific Northwest regions, for a purchase price 
of $268 million. On June 30, 1992, OfficeMax acquired OW Office Warehouse, Inc., a 41-store office products 
superstore chain with stores located primarily throughout the Mid-Atlantic region. Immediately following 
each of these acquisitions, OfficeMax operationally integrated, remodeled, remerchandised and converted the 
acquired stores to the OfficeMax name and format. 

In November 1990, Kmart Corporation acquired an initial 21.6% equity interest in OfficeMax, Inc. and 
increased its equity interest in OfficeMax to 92.7% in November 1991. Kmart Corporation has consolidated 
the results of OfficeMax operations from November 21, 1991. Kmart Corporation continues to hold a greater 
than 90% interest in OfficeMax, Inc. and is currently negotiating with the minority stockholders of OfficeMax, 
Inc. to purchase their interest, thereby bringing Kmart Corporation’s ownership interest in OfficeMax, Inc. to 
100 %. 

OfficeMax’s results of operations from the November 21, 1991 date of acquisition follow ($ millions): 

% Change 

1993 1992 1991 1993 1992 

Sales. $1,422 $ 528 $_65 169.3 — 

Operating Income. $_20 $_1_ $_1 — — 

Comparable Store Sales Increase. 18.2 % 28.5 %_— 


Sales for fiscal 1993 were $1,422 million, an $894 million, or 169.3%, increase over fiscal 1992 sales of 
$528 million. The increase was due to the opening of 53 new stores, the acquisition of 105 BizMart stores in 
March 1993, the inclusion of a full year of sales for the 41 OW Office Warehouse, Inc. stores acquired in June 
1992 and the 61 new' stores opened during fiscal 1992, and an 18.2 % comparable store sales increase in fiscal 
1993. Operating income was $20 million in fiscal 1993, or 1.4% of sales, as compared to $1 million in fiscal 
1992, or 0.1% of sales, as a result of effective cost control and the leveraging of selling, general and 
administrative expenses, pre-opening expenses, and goodwill amortization as a result of increased store sales 
volumes. 

The 1992 OfficeMax sales increase was due to the inclusion of a full year of OfficeMax operations and 
102 new stores, including 41 OW Office Warehouse, Inc. stores acquired on June 30, 1992. OfficeMax 
recorded $1 million operating income in 1992 despite higher store opening costs resulting from an aggressive 
expansion program during the year. On a pro forma basis, OfficeMax comparable store sales increased 28.5% 
in 1992. 

The Sports Authority Group 

The Sports Authority Group (“The Sports Authority”) is the largest operator of large format sporting 
goods stores in the United States in terms of both sales and number of stores and is also the largest full-line 
sporting goods retailer in the United States in terms of sales, operating 80 sporting goods megastores at 
January 23, 1994. The Sports Authority has consistently increased its rate of store expansion in the last three 
fiscal years, opening 24 stores, 20 stores and 17 stores in 1993, 1992 and 1991, respectively The Sports 
Authority currently plans to open approximately 25 stores in 1994, with 21 of the 1994 openings concentrated 
in existing markets. The remaining four of the planned 1994 openings are expected to be concentrated within 
three new markets. 
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AND RESULTS OF OPERATIONS - ^ntinued 

The Sports Authority’s results of operations for the last three years follow ($ millions): 


% Change 


Sales. 

1993 

1992 

1991 

1993 

1992 

Operating Income. 


$412 

$241 

47.5 

70.8 

Comparable Store Sales Increase 


$ 10 
~o% 

$ 3 

15.3% 

110.0 

— 


the 47.5% increase in sales, 2.6%, or $11 million was nroduced hv7n m K, , m " ll0n m 1991 ° f 

r which had n ° 

increased 2 t 6% and 8.3% in 1993 aS°1992, 

effected by the severe winter storm which occurred in March 1993 and reduced consumer demand for higher 
priced apparel. Excluding sales from stores cannibalized by new store openings, comparable store sales 
‘ n ^ eas ( ed , 5 ’ 1% m 1993 as com P ar ed to 11.4% in the prior year. Operating income in 1993 was $21 million or 
3.5% of sales, as compared to $10 million, or 2.4% of sales, in 1992. The improvement was a result of increased 
sales volume, lower pre-opening expense and goodwill amortization as a percent of sales and management of 
store and administrative expenses. 


Sales of The Sports Authority in 1992 were $412 million, a $171 million, or 70.8%, increase over sales of 
$241 million in 1991. Of the 70.8% increase in sales in 1992, 8.3%, or $20 million, was produced by 
comparable store sales growth; 32.1%, or $78 million, was produced by 17 stores opened in 1991 which had no 
comparable store sales in the prior year and 30.4%, or $73 million, was produced by the 20 new stores opened 
in 1992. Comparable store sales increased 8.3% in 1992. Excluding the effect of stores in which sales were 
cannibalized by new openings within the same market, comparable store sales increased by 11.4% in 1992. 
Operating income of The Sports Authority in 1992 was $10 million, or 2.4% of sales, as compared to $3 
million, or 1.4% of sales, in the prior year. The increase of $7 million, or 1.0% of sales, in 1992 was the result of 
increased sales, lower advertising expense and goodwill amortization as a percent of sales and management of 
store and administrative expenses. 


Licensee Operations and Equity Investments 

Kmart Corporation owns a 21.5% equity interest in Coles Myer Ltd., Australia’s largest retailer, and a 
49.0% equity interest in substantially all of the Meldisco subsidiaries of Melville Corporation, which operates 
domestic Kmart footwear departments. 


In U.S. dollars, 1993 equity in income of Coles Myer was $58 million compared with $51 million in 1992 
and $60 million in 1991. The increase in Coles Myer equity income in 1993 was due to improved gross margin, 
expense control and a 6% reduction in the Australian corporate tax rate. The 1992 Coles Myer equity income 
decline was a result of losses on the sale of certain New Zealand food operations and part of Sandhurst Dairies 
operations earlier in the year and the continued weak Australian economy. 

Meldisco equity income in 1993 was $52 million compared with $54 million in 1992 and $50 million in 
1991. Lower 1993 Meldisco equity income was a result of unfavorable weather in early 1993 and increased 
competition. 1992 Meldisco equity income increased due to increased sales, combined with improved gross 
profit margin as a result of lower purchasing costs and the merchandise mix. Refer to the accompanying Notes 
to Consolidated Financial Statements for further results of Kmart Corporation’s equity investments. 


Effect of Compliance with Environmental Protection Prorisions 

Compliance with federal, state and local provisions which have been enacted or adopted regulating the 
discharge of materials into the environment, or otherwise relating to the protection of the env.ronment, has not 
had, and is not expected to have, a material effect on the capital expenditures, earnings or competitive position 


of Kmart Pomoration 
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KMART CORPORATION 
REPORT BY MANAGEMENT 

Responsibility for Financial Statements 

Kmart Corporation management is responsible for the integrity of the information and representations 
contained in its interim and annual financial statements. This responsibility includes making informed 
estimates and judgments in selecting the appropriate accounting principles. Management believes the financial 
statements conform with generally accepted accounting principles applied on a consistent basis. 

To assist management in fulfilling these obligations, several tools are utilized, which include the 
following: 

A system of internal accounting controls is maintained to provide for the integrity of information for 
purposes of preparing financial statements and to assure that assets are properly accounted for and 
safeguarded. This concept of reasonable assurance is based on the recognition that the cost of the system 
is related to the benefits to be derived and modified for changing conditions. Management believes its 
system provides reasonable assurance of this appropriate balance. 

As part of the internal control system, a policy of Standards of Business Conduct and Management 
Integrity Statements is in effect. All officers and key employees periodically submit a signed statement 
regarding compliance with these policies. 

An Internal Audit Department is maintained to evaluate, test and report on the application of 
internal accounting controls in conformity with standards of the practice of internal auditing. 

The financial statements have been examined by independent accountants whose report is contained 
herein. This examination includes, among other things, a review of the system of internal controls as 
required by generally accepted auditing standards. 

The Audit Committee of the Board of Directors, consisting solely of outside directors, meets regularly 
with management, internal auditors and the independent accountants to assure that each is carrying out its 
responsibilities. The internal auditors and independent accountants both have full and free access to the Audit 
Committee, with and without the presence of management. 


Joseph E. Antonini 

Chairman of the Board, President 

and Chief Executive Officer 


Thomas F. Murasky 
Executive Vice President 
and Chief Financial Officer 
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KMART CORPORATION 

REPORT of independent accountants 

To the Shareholders and Board of Directors of Kmart Corporation 

income, shareholders’ equity and of^Lrflo^pretnfSlntu ^ the , related consolida ted statements of 
Kmart Corporation and its subsidiaries at January 26 1994 7, atenal respects, the financial position of 

operations and their cash flows for each of the three years in .h 3 " a " Uai ^ 27 ’ 1993 ’ and th e results of their 
with generally accepted accounting princiDles Th« P fi penod ended January 26, 1994, in conformity 
Company’s management; our tC’ttJS.'T? 1 Statements ^ the responsibility of the 
audits. We conducted our audits of these statements in acr T" 10 " ° n * hese financial statements based on our 
which require that we plan and perform the audit to oht * generally acce P ted auditing standards 

statements are free of mateLmSa£,Sf^ "Td ,bkas!ur ““ *»»' «»™>l 

supporting the amounts and diselosuStTh "sn»eW^ttemt^ “ * “ b Tb 

and significant estimates made by management and evaluatino th aSSeSS . 1 . n f 1 e accountin 8 principles used 
We believe that our audits provide a reaEE 

As discussed in the notes to the consolidated financial statements, Kmart Corporation adopted Statement 
of Financial Accounting Standard No. 106, “Employers’ Accounting for Postretirement Benefits Other Than 
Pensions and Statement of Financial Accounting Standard No. 109, “Accounting for Income Taxes,” at the 
beginning of fiscal 1993. 


Price Waterhouse 
Detroit, Michigan 
March 15, 1994 
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KMART CORPORATION 

CONSOLIDATED STATEMENTS OF INCOME 
(Dollars in millions, except per-share data) 


Fiscal Year Fnded 



January 26, 
1994 

$34,156 

January 27, 
1993 

$31,031 

January 29, 
1992 

$29,042 


291 

280 

267 


110 

105 

110 


34,557 

31,416 

29,419 

Cost of merchandise sold (includes buying and occupancy costs) ... 

25,646 

22,800 

21,243 

Selling, general and administrative expenses. 

7,636 

6,875 

6,603 

Store restructuring and other charges. 

1,348 


— 

Interest expense: 

Debt — net. 

285 

229 

203 

Capital lease obligations. 

192 

185 

181 


35,107 

30,089 

28,230 

Income (loss) from continuing retail operations before income taxes .. . 

(550) 

1,327 

1,189 

Income taxes. 

(222) 

445 

400 

Net income (loss) from continuing retail operations before 
extraordinary item and the effect of accounting changes. 

(328) 

882 

789 

Discontinued operations including the effect of accounting changes, 
net of income taxes of $(19), $40 and $42, respectively. 

(81) 

59 

70 

Loss on disposal of discontinued operations, 
net of income taxes of $(248). 

(521) 

_ 

_ 

Extraordinary item, net of income taxes of $(6). 

(10) 

— 

— 

Effect of accounting changes, net of income taxes of $(37) . 

(34) 

— 

— 

Net income (loss). 

$ (974) 

$ 941 

$ 859 

Earnings per common and common equivalent share: 

Net income (loss) from continuing retail operations before 
extraordinary item and the effect of accounting changes. 

$ (.73) 

$ 1.93 

$ 1.85 

Discontinued operations including the effect of accounting 
changes, net of income taxes. 

(.18) 

.13 

.17 

Loss on disposal of discontinued operations, net of income taxes 

(1.14) 

— 

— 

Extraordinary item, net of income taxes. 

(.02) 

_ 

— 

Effect of accounting changes, net of income taxes 

(.08) 

— 

— 


$ (2.15) 

$ 2.06 

$ 2.02 

Weighted average shares. 

456.7 

455.6 

426.2 


See accompanying Notes to Consolidated Financial Statements. 

The consolidated statements of income for prior periods have been restated for discontinued operations. 
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KMART CORPORATION 

CONSOLIDATED BALANCE SHEETS 
(Dollars in millions) 


Assets 

Current Assets: 

Cash (includes temporary investments of $32 and $260, respectively) 

Merchandise inventories. 

Accounts receivable and other current assets 
Discontinued operations. 

Total current assets . 

Investments in Affiliated Retail Companies 

Property and Equipment — net. 

Other Assets and Deferred Charges. 

Goodwill — net of accumulated amortization of $59 and $93, respectively 


Liabilities and Shareholders’ Equity 

Current Liabilities: 

Long-term debt due within one year. 

Notes payable. 

Accounts payable — trade. 

Accrued payrolls and other liabilities. 

Taxes other than income taxes. 

Income taxes. 

Total current liabilities. 

Capital Lease Obligations. 

Long-Term Debt. 

Other Long-Term Liabilities (includes store restructuring obligations). 

Deferred Income Taxes. 

Shareholders’ Equity: 

Preferred stock, 10,000,000 shares authorized; 

Series A, 5,750,000 shares authorized and issued. 

Series B, 796,827 shares authorized; 784,938 shares issued. 

Common stock, 1,500,000,000 shares authorized; shares issued 416,546,780 and 

415,640,206, respectively. 

Capital in excess of par value. 

Performance restricted stock deferred compensation. 

Retained earnings. 

Treasury shares. 

Foreign currency translation adjustment. 

Total shareholders’ equity. 


January 26, 
1994 

January 27, 
1993 

$ 449 

$ 611 

7,252 

8,752 

1,235 

1,146 

911 

— 

9,847 

10,509 

606 

597 

5,886 

6,405 

469 

381 

696 

1,039 

$17,504 

$18,931 


$ 390 

$ 117 

918 

590 

2,763 

2,959 

1,347 

1,215 

271 

368 

35 

246 

5,724 

5,495 

1,720 

1,698 

2,227 

3,237 

1,740 

697 

— 

268 


986 

986 

157 

157 

417 

416 

538 

506 

(3) 

(2) 

4,237 

5,700 

(109) 

(122) 

(130) 

(105) 

6,093 

7,536 

$17,504 

$18,931 


See accompanying Notes to Consolidated Financial Statements. 
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KMART CORPORATION 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Dollars in millions, except per-share data) 


Cash Provided by (Used for): 

Operations 

Net income (loss) from continuing retail operations before 

extraordinary item and the effect of accounting changes . 

Adjustments to reconcile net income (loss) to operating cash flows: 

Depreciation and amortization. 

Store restructuring and other charges. 

Deferred income taxes. 

Undistributed equity income. 

Increase in other long-term liabilities. 

Other — net. 

Cash provided by (used for) current assets and current liabilities: 

(Increase) decrease in inventories. 

Increase in accounts payable . 

Other — net. 


Total cash provided by continuing retail operations 


Discontinued Operations 
Loss on disposal of discontinued operations 
Income (loss) from discontinued operations 
Items not affecting cash — net. 


Total cash provided by discontinued operations 
Net cash provided by operations 

Investing 

Capital expenditures — owned property. 

Acquisitions. 

Proceeds from the sale of assets. 

Other — net. 

Net cash used for investing . 

Financing 


Proceeds from issuance of long-term debt and notes payable 

Reduction in long-term debt and notes payable. 

Reduction in capital lease obligations 
Issuance of common stock 


Issuance of $3.41 Depositary Shares (each representing >4 share 

aenes A conversion preferred). 

Reissuance of treasury shares.. 

Extraordinary item for bond redemptions !!. i. T ’ . 

Dividends paid. . 

Net cash provided by (used for) financing. 

Net Increase (Decrease) in Cash and Equivalents . 

Cash and Equivalents at Beginning of Year. .. 

Cash and Equivalents at End of Year 


Fiscal Year Ended 


January 26, 
1994 


$ (328) 

703 

1,149 

(308) 

(15) 

114 

54 

249 

258 

(339 ) 

1,537 


(521) 

(81) 

995 

393 

1,930 


( 1 , 022 ) 

(268) 

20 

__[72) 

(1,342 ) 

736 

(933) 

(123) 

32 


13 

( 10 ) 
_ (465 ) 
(750 ) 
(162) 
_6H 

$ 449 


January 27, 
1993 


$ 882 

600 

(27) 

153 

( 11 ) 

63 

25 

(956) 

167 

(188 ) 

708 


59 

85 

144 

852 


(1,435) 

(372) 

25 

(50 ) 

(1,832 ) 


1,602 

(80) 

(113) 

57 


8 

(448 ) 

1,026 

46 

_565 

$ 611 


January 29 
1992 


$ 789 

509 

(38) 

116 

(26) 

31 

5 

(620) 
371 
_(72) 

1,065 


70 

_80 

150 

1,215 


(1,329) 
(115) 
70 
(39 ) 

(1,413 ) 

811 
(896) 
(HO) 
67 

986 
2 

(375 ) 
485 
287 
278 
$ 565 


See accompanying Notes to Consolidated Financial Statements. 
Certain prior year amounts have been restated for the effect of discontinued 


operations. 
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See accompanying Notes to Consolidated Financial Statements. 





































































































































































KMART CORPORATION 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Dollars in millions, except per-share data) 

Summary of Significant Accounting Policies 

Kmart Corporation’s significant accounting policies, which conform to generally accepted accounting 
principles applied on a consistent basis between years, are described below. 

Fiscal Year: Kmart Corporation’s fiscal years end on the last Wednesday in January. Fiscal years 1993, 
1992 and 1991 each consisted of 52 weeks and ended on January 26, 1994, January 27, 1993 and January 29, 
1992, respectively. 

Basis of Consolidation: Kmart Corporation includes all majority owned subsidiaries in the consolidated 
financial statements. Investments in affiliated retail companies owned 20% or more are accounted for by the 
equity method using their December financial statements. Intercompany transactions and accounts have been 
eliminated in consolidation. 

Earnings Per Common and Common Equivalent Share: Kmart Corporation computes earnings per 
common and common equivalent share by dividing net income less dividends paid on Series B convertible 
preferred stock by the weighted average number of shares of common stock and dilutive common stock 
equivalents outstanding during each year. In determining the weighted average number of fully diluted 
common shares outstanding, the Series A conversion preferred stock has been treated as common stock. 

Foreign Operations: Foreign currency assets and liabilities are translated into U.S. dollars at the 
exchange rates in effect at the balance sheet date. Results of operations are translated at average exchange 
rates during the period for revenues and expenses. Translation gains and losses resulting from fluctuations in 
the exchange rates are accumulated as a separate component of shareholders’ equity. 

Inventories: Merchandise inventories are valued at the lower of cost or market, primarily using the retail 
method, on the last-in, first-out (LIFO) basis for substantially all domestic inventories and the first-in, first- 
out basis for the remainder. 

Property Owned and Depreciation: Land, buildings, leasehold improvements and equipment are re¬ 
corded at cost including a provision for capitalized interest. Depreciation is provided over the estimated useful 
lives of related assets on the straight-line method for financial statement purposes and on accelerated methods 
for income tax purposes. Most store properties are leased and improvements are amortized over the term of 
the lease but not more than 25 years. Other annual rates used in computing depreciation for financial 

atement purposes are 2% to 4% for buildings, 10% to 14% for store fixtures and 5% to 33% for other fixtures 
and equipment. 

Expenditures for owned properties, primarily self-developed locations, which Kmart Corporation intends 
to sell and lease-back within one year are included in accounts receivable and other current assets. 

GoodwiU: Excess of cost over the net assets of acquired companies is amortized using the straight-line 
method over 40 years. Kmart Corporation evaluates the recoverability of goodwill and reviews the amortiza 
fion penod on an annual basis. Several factors are used to evaluate'goodwill, including but not limited to- 
m nagement s plans for future operations; recent operating results and each business’ projected unZcounted 
cash flows. The primary method is each business’ projected undiscounted cash flows 

Financial Instruments: With the exception of long-term debt «h a r,>i^i,w 
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NOTES TO CONSOLIDATED HNANCUL STATEMENTS - 

(Dollars in millions, except per-share data) 

Pre-Opening and Closing Costs: Costs associated with the on™;™ „r 
the first full month of operations. When the decision to close a retail unit k *1* v St0K expensed dunn g 
for the future net lease obligation, nonrecoverable investment in fixed asse.R™ 3 ^’ Corporatlon P rovides 
discontinuance of operations and est.mated operatingTs^ 

Income Taxes: Deferred income taxes are provided on temnorar,, aut 
statement and taxable income. Kma„ Corporation accrues appropnate U.S. L fo^n toes“yaWe 
the earnings of subsidies, except mth respect to earnings that „e intended to be permanently min,es“ed o 
are expected to be distributed free of additional tax by operation of relevant statutes currently in effect and by 
utilization of available tax credits and deductions. y 


Specialty Retail Stock Proposal 

The Board of Directors of Kmart Corporation (Board) has adopted a proposal (the Specialty Retail 
Stock Proposal) which, if approved by shareholders and implemented by the Board, would authorize the 
Board to issue any of four series of common stock (collectively, the Specialty Retail Stock) designated KM- 
Borders-Walden Group Common Stock (Borders-Walden Stock), KM-Builders Square Group Common 
Stock (Builders Square Stock), KM-OfficeMax Group Common Stock (OfficeMax Stock) and KM- 
The Sports Authority Group Common Stock (The Sports Authority Stock). While each series of Specialty 
Retail Stock would constitute common stock of Kmart Corporation, each is intended to reflect the separate 
performance of the relevant specialty retail business. The Borders-Walden Stock is intended to reflect the 
performance of Kmart Corporation’s retail bookstore group (the Borders-Walden Group), which is comprised 
principally of Kmart Corporation’s Borders, Inc. and Walden Book Company, Inc., subsidiaries. The Builders 
Square Stock is intended to reflect the performance of Kmart Corporation’s retail home improvement and 
home decor superstore group (the Builders Square Group), which is comprised principally of Kmart 
Corporation’s Builders Square, Inc. subsidiary. The OfficeMax Stock is intended to reflect the performance of 
Kmart Corporation’s retail office products superstore group (the OfficeMax Group), which is comprised 
principally of Kmart Corporation’s greater than 90% interest in its OfficeMax, Inc. subsidiary. The Sports 
Authority Stock is intended to reflect the performance of Kmart Corporation’s retail sporting goods megastore 
group (The Sports Authority Group), which is comprised principally of Kmart Corporation’s The Sports 
Authority, Inc. subsidiary. The Borders-Walden Group, the Builders Square Group, the OfficeMax Group and 
The Sports Authority Group are sometimes referred to collectively herein as the Specialty Retail Groups. 


Store Restructuring and Other Charges 

On January 5, 1994, the Board approved a restructuring plan involving the Kmart Group, (including 
Kmart Canada), the Builders Square Group and the Borders-Walden Group. As a result, in the fourth quarter 
of 1993, Kmart Corporation recorded a charge (Store Restructuring and Other Charges) to earnings of $1,348 
before taxes. Net of taxes, the charge was $862. The provision included anticipated costs associated with 
Kmart stores which will be closed and relocated, enlarged or refurbished in the U.S. and Canada, the closing 
and relocation of certain Builders Square stores and the closing of underperforming Walden stores. These 
costs, which represent approximately 85% of the total, include lease obligations for store ^mgsaswellas 
fixed asset writedowns primarily furniture and fixtures, and inventory dispositions for all affected stores. The 
remainder of the charge's for costs related to certain changes to Walden’s accounting 
with combination with Borders, re-engineering programs (principally severance) and an accrual for a non- 
routine legal judgment resulting from the insolvent of the insurer. 
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KMART CORPORATION 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued 
(Dollars in millions, except per-share data) 

Restatement of Prior Years’ Amounts of the Borders-Walden Group. 

The results of operations of the Borders-Walden Group, and the related Retained Interest of the Kmart 
Group have been restated from amounts previously included in Kmart Corporation’s consolidated financial 
statements in order to (i) reflect a change in the method of inventory valuation for Walden from LIFO to 
FIFO to conform Walden’s inventory accounting method with Borders, (ii) correct prior period errors with 
respect to inventory shrinkage, lease accounting and revenue recognition and (iii) conform accounting policies 
of Walden and Borders in the area of fixed asset capitalization. Such changes were made in consideration of 
separate reporting of the Borders-Walden Group results in connection with the Specialty Retail Stock 
Proposal. These restatements have been recorded as part of the store restructuring and other charges in the 
consolidated financial statements. Kmart Corporation believes the pre-tax effect of recognizing the corrections 
of errors of $93, accounting changes calling for restatement of ($57), and other accounting changes of $36 
does not have a material impact on the results of operations. Had Kmart Corporation recorded the accounting 
changes of $36 as accounting changes, the net loss from continuing retail operations would have been reduced 
by $23. As a result of reflecting these amounts in the fourth quarter of 1993 in Kmart Corporation’s 
consolidated financial statements, net income (loss) of the Kmart Group differs by the restated amounts 
discussed above, but will be the same in future periods. 

Discontinued Operations 

Discontinued operations include the results of PayLess Drug Stores Northwest, Inc. and PACE Member¬ 
ship W arehouse, Inc. which have been reclassified to reflect their respective plans for disposition announced in 
the fourth quarter of 1993. In January 1994, PACE sold the assets and lease obligations of 93 of its warehouses 
and virtually all of the inventory and membership files in the 34 warehouses not included in the transaction to 
Sam’s Club, a division of Wal-Mart for approximately $774 in cash. The book value of the assets sold to 
Wal-Mart was $624. Operations of the 34 remaining PACE sites not included in the transaction were 
discontinued and PACE is in the process of evaluating and marketing these leased sites as well as leased 
premises for unopened warehouses and corporate facilities. Included in the loss on the disposal of PACE was 
unamortized goodwill of $395, expected remaining lease obligations in the warehouses not sold, other PACE 
liabilities and a provision for additional costs anticipated during the wind-down of PACE operations. 

T . f! n p dd ' tl0n ’ Coi ’P oration entered into an agreement to sell its PayLess Drug Stores subsidiary to 

cash Sign's N 8 !’ f t!h H) f d kS SUbSidiar> ' Thrifty PayLess ’ Inc ‘ for approximately $595 in 
’ ? e T r N ° teS TPH and a PP roximate ly 46% of the common equity of TPH Of the cash 

proceeds, $50 has been invested in Senior Subordinated Notes of Thrifty PayLess, Inc. The book value of 

p ayLes net assets to be sold was $1,186 at January 26, 1994. It is Kmart Corporation’s intention to divest 

a "! ia y a of ! ts inte rf st . in TPH Wlth *n one year. Management expects the disposition to be achieved 
either through a private offering or other alternative means. Accordingly, Kmart Corporation has reported 
PayLess as a discontinued operation and has recorded its investment in TPH at net realizable value. 

Kmart Corporation intends to call for early redemption $300 of 8%% debentures due January 15 2017 
using the proceeds o the sale to redeem the issues. The resulting redemption premium and assoc^ofof 

opera”k)ns^accordffigly TheTj^rinci^ V" 3 35 ** ° f ^ '° SS ° n disposal of ^continued 

operations, accordingly, the 5300 principal amount has been included in the current nnrtirm . a k. 

Kman Coloration betievee tire effect of recognizing , he charge in ^ ZZ S «4 

would not have a material effect on the results of operations. q 

Both businesses have been accounted for as discontinued operations in thp iqqi fin • , 

There was an $81 after-tax loss from the operation of discontinued businesses in 1993 as the^’ S fi ^f 11 S , 
operating to. a, PACE more than offset the „e, income from PayLess. The after-LtaTdtpS “f 
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discontinued operations was $521. Sales applicable to these discontinued operations were $6 874 $6 692 and 
$5,538 for 1993, 1992 and 1991, respectively. ’ ’ J ’ and 

Extraordinary Item 

In August 1993, Kmart Corporation called for early redemption of all $200 of its 8Vg% debentures due 
January 1, 1997. The debentures were redeemed at 100% of the principal amount plus interest accrued to the 
date of redemption. In April 1993, Kmart Corporation called for early redemption of all $200 of its 10!/$% 
Sinking Fund Debentures due December 1, 2017. The resulting redemption premium of $10, net of applicable 
income taxes, has been reported as an extraordinary item. 

Acquisitions and Dispositions 

On March 4, 1993, OfficeMax, Inc. purchased all of the outstanding shares of BizMart, Inc. (BizMart), a 
chain of 105 office products superstores, for $268 in cash. During 1993, BizMart was completely integrated 
into OfficeMax operations and BizMart stores converted to the OfficeMax format. The excess of the cost over 
fair value of the assets acquired totaled $186. 

In October 1992, Kmart Corporation acquired Borders, Inc. in a stock-for-stock exchange in which 
Kmart issued 784,938 shares of Series B convertible preferred stock in exchange for all outstanding Borders 
shares. Borders is headquartered in Ann Arbor, Michigan and at January 23, 1994 operated 44 book 
superstores in the Midwest and Northeast United States which emphasize customer service and feature over 
128,000 titles per store. Excess of cost over the fair value of the assets acquired totaled $172. 

In June 1992, OfficeMax, Inc. acquired OW Office Warehouse, Inc., a 41-store office products superstore 
chain with stores located primarily throughout the Mid-Atlantic region. The excess of the purchase price over 
the fair value of the net assets acquired was $61 on January 22, 1994. 


In May 1992, Kmart Corporation acquired three companies which operate a total of 13 department stores 
located in the Czech Republic and Slovakia. The acquisition marks Kmart Corporation’s initial entry into the 
Central European retail market. No goodwill resulted from the transaction. 

Net cash used in 1992 for the acquisition of Pay’n Save assets, OW Office Warehouse, Inc. and the 13 
department stores located in the Czech Republic and Slovakia totaled $372. 

In November 1991, Kmart Corporation acquired additional shares resulting in a 92.7% equity interest in 
OfficeMax Inc. for $115 in cash, with the remaining interest owned by the co-founders and senior 
management of OfficeMax, Inc. The acquisition was accounted for under the purchase method of accounting^ 

to 100%. 

With the exception o, the origin, 0»ceM» egntiy P-J- " E S2 

accounted for as purchases and, accordingly, the results ot operations 

respective dates of acquisition. .... . • .• 

. I ■ -.A crtiH it« Rareain Harold’s Discount Limited subsidiary to 

?"r.,n,e «—- -- 

PanaHa’c m.arantee of certain Bargain Harold s leases. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued 
(Dollars in millions, except per-share data) 


Supplemental Cash Flow Information 

Kmart Corporation incurred capital lease obligations to obtain store facilities and equipment of $177, 
$185 and $157 in 1993, 1992 and 1991, respectively. Noncash charges related to store restructuring were 
$1,120, $21 and $63 in 1993, 1992 and 1991, respectively. Kmart Corporation acquired Borders, Inc. in a 
stock-for-stock exchange in 1992. These noncash transactions have been excluded from the Consolidated 
Statements of Cash Flows. 

Kmart Corporation considers cash on hand in stores, deposits in banks, certificates of deposit and short¬ 
term marketable securities with maturities of 90 days or less as cash and cash equivalents for the purposes of 
the statement of cash flows. The effect of changes in foreign exchange rates on cash balances is not material. 


Cash paid for interest and income taxes follows: 


1993 


1992 


1991 


Income taxes. $270 


Merchandise Inventories 


inventories. 


over stated LIFO value due to inflation follows: 


Last-in, first-out. 

First-in, first-out. 

Total inventories 


Property and Equipment 

The components of property and equipment are: 


Property owned: 

Land. 

Buildings. 

Leasehold improvements 
Furniture and fixtures... 
Construction in progress 


Less-accumulated depreciation and amortization: 

Property owned. 

Property under capital leases. 

Total. 


$465 

$444 $411 

$270 

$320 $260 

.flation in merchandise 

s excess of current cost 

January 26, 

January 27, 

1994 

1993 

$5,874 

$7,456 

1,378 

1,296 

$7,252 

$8,752 

$ 861 

$1,030 

January 26, 

January 27, 

1994 

1993 

$ 144 

$ 204 

451 

657 

1,705 

1,706 

5,488 

5,516 

125 

85 

2,949 

2,861 

10,862 

11,029 

(3,508) 

(3,206) 

(1,468) 

(1,418) 

$ 5,886 

$ 6,405 


“P r “"" on own “ P ro P cr| y includes $282 and $99 of the store restructuring provision 

h ,r r 27 - |9U re,p “ ,ivei »• in, " esi “»<* “I*"«1, »u Jd $k> 

1993, 1992 and 1991, respectively. 
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— Continued 


Investments in Affiliated Retail Companies 

Meldisco Subsidiaries of Melville Corporation 




owned by Melville. Fees and mcom. earned 

$200 and $192 respectively. a„ included in licensee fees and rental income. Kmart Corporation’ e, i yi„£ 
income of footwear departments in Kmart stores and dividends received were as follows: 


Equity in income . 

Dividends. 

Meldisco companies’ summarized financial information follows: 


1993 

1992 

1991 

IIS 

$54 

$50 

$55 

$59 

$51 


Year Ended December 31, 


Net sales. 


1993 

1 1 7S 

c 

1992 

1 1 

1991 

Cl 1 

Gross profit. 


i, i / j 

525 

5 

$ 

1,104 

525 

$ 505 

Net income. 


97 

$ 

111 

$ 104 

Inventory. 

. $ 

137 

$ 

129 

$ 132 

Other current assets. 


85 


123 

131 

Noncurrent assets. 


2 


2 

— 

Total assets. 


224 


254 

263 

Current liabilities. 


30 


47 

46 

Net assets . 

. $ 

194 

$ 

207 

$ 217 

Equity of Kmart Corporation. 

. $ 

94 

$ 

101 

S 106 


Coles Myer Ltd. 

Kmart Corporation had a 21.5% equity interest at January 26, 1994 in Coles Myer Ltd., the largest 


retailer in Australia. 

Income earned under a license agreement with Coles Myer of S3 in 1993, 1992 and 1991 is included in 
licensee fees and rental income. Further information regarding Kmart Corporation’s investment in Coles Myer 
follows: 


(U.S.$) 

Equity in income . 

Dividends. 

Equity of Kmart Corporation. 

Market value of Coles Myer common stock 


1993 1992 1991 


$ 

58 

$ 

51 

$ 

60 

$_ 

36 

$ 

34 

$ 

33 

$_ 

512 

$_ 

496 

$_ 

488 

$1 

,011 

$ 

912 

$1 

,082 


. 1 rnmnration’s eauitv in the investment in Coles Myer was a 

The cumulative effect of translating Kma /P ^ 94 ' January 27, 1993 and January 29, 1992. 

reduction of $100, $90 and $45, respectively, as in 1993, 0.7367 in 1992 and 0.7776 

The average exchange rates from Australian to U.S. dollars were u.os 

in 1991. 
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KMART CORPORATION 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued 
(Dollars in millions, except per-share data) 

Summarized financial information adjusted for conformity with U.S. generally accepted accounting 
principles for Coles Myer’s most recent fiscal years follows: 

Fiscal Year Ended 



July 25, 

July 26, 

July 28, 

(U.S.S) 

1993 

1992 

1991 


. $10,649 

$11,634 

$11,699 

Net income. 

. $ 236 

$ 137 

$ 254 

Current assets . 

. $ 1,982 

$ 1,927 

$ 1,776 

Noncurrent assets. 

. 2,013 

2,123 

2,435 

Total assets. 

. $ 3,995 

$4 ,050 

$ 4,211 

Current liabilities. 

. $ 1,310 

$ 1,327 

$ 1,327 

Noncurrent liabilities. 

. 719 

663 

1,019 

Equity . 

. 1,966 

2,060 

1,865 

Total liabilities and equity. 

. $ 3,995 

$ 4,050 

$ 4,211 


Unremitted earnings of unconsolidated affiliates included in consolidated retained earnings were $362, 
$346 and $336 at January 26, 1994, January 27, 1993 and January 29, 1992, respectively. 


Income Taxes 

Components of income from continuing retail operations before income taxes follow: 


Foreign 
Total . . 


The provision for income taxes consists of: 
Current: 

Federal. 

State and local. 

Foreign. 

Deferred: 

Store restructuring and other charges. 

Excess of tax over book depreciation . 

LIFO inventory. 

Property taxes . 

Other. 


1993 

1992 

1991 

. $(621) 

$1,261 

$1,119 

71 

66 

70 

$(550) 

$1,327 

$1,189 

1993 

1992 

1991 

$ 24 

$ 240 

$ 246 

(7) 

58 

46 

26 

15 

8 

. (385) 

29 

49 

72 

69 

37 

82 

39 

36 

(16) 

( 12 ) 

(15) 

(18) 

7 

_ 12 ) 


$(222 ) $ 445 $ 400 


Total income taxes 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
(Dollars in millions, except per-share data) 


— Continued 


A reconciliation of the federal statutory 
retail operations follows: 


rate to Kmart Corporation’s effective tax rate from continuing 


Federal statutory rate. 

State and local taxes, net of federal tax benefit 

Tax credits. 

Equity in income of affiliated retail companies 

subject to lower tax rates. 

Enacted federal tax rate change. 

Other . 

Total income taxes. 


1993 

1992 

1991 

1993 

1992 

1991 

$(192) 

$451 

$404 

(35.0)% 

34.0 % 

34.0 % 

(17) 

38 

31 

(3.2) 

2.9 

2.6 

( 8 ) 

(7) 

( 8 ) 

(1.3) 

(0.5) 

(0.7) 

(23) 

(23) 

(32) 

(4.1) 

(1.7) 

(2.7) 

11 

7 

(14) 

_5 

2.0 
_L 2 

( 1 . 2 ) 

0.4 

$( 222 ) 

$445 

$400 

(40.4)% 

33.5 % 

33.6 % 


Deferred tax assets and liabilities resulted from the following: 


January 26, 


1994 

Deferred tax assets: 

Federal benefit for state and foreign deferred . $ 33 

Discontinued operations. 137 

Accruals and other liabilities. 214 

Capital leases. 145 

Store restructuring obligations. 490 

Other . 30 

Total deferred tax assets. 1,049 

Deferred tax liabilities: 

Inventory . 338 

Property and equipment. 472 

Other . 1 

Total deferred tax liabilities. ^15 

Net deferred tax assets. ^ ^ 


Undistributed earnings of subsidiaries totaled $189, $195 and $188 at January 26, 1994, January 27, 1993 
and January 29, 1992, respectively. 

Financial Accounting Standard No. 109 “Accounting for Income Taxes” (FAS 109) was issued in 
February 1992. FAS 109 requires that deferred taxes be calculated using the liability approach rather than the 
deferred method. In addition, the standard requires adjustment of deferred tax jiabdities to reflect enacte 
changes in the statutory federal income tax rate. Kmart Corporation adopted FAS 109 as the cumulative 




Current Notes Payable, Lines of Credit and Other 

No ? payaMe ofJ9. 8 an, 

TZS i »• '* 3 "» a " d 3 "" 

A, January 26, 1994. Ste InW **<■' 

interest rates not exceeding the prime ienci g 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued 
(Dollars in millions, except per-share data) 

of credit, it is expected that compensating balances will be maintained on deposit with the banks, which will 
average 10% of the line to the extent that it is not in use and an additional 10% on the portion in use, whereas 
other lines require fees in lieu of compensating balances. Kmart Corporation is free to withdraw the entire 
balance in its accounts at any time. Additional seasonal bank lines of credit totaling $1,260 were available 
during the period September 1, 1993 to December 31, 1993. 

Kmart Corporation has entered into revolving credit agreements with various banks in the aggregate 
amount of $790 as of January 26, 1994, and $770 as of January 27, 1993. The agreements provide for 
borrowings at an interest rate based on the prime rate, “CD-based rate” or “LIBOR-based rate” at Kmart 
Corporation’s election. As of January 26, 1994, Kmart Corporation had no outstanding borrowings under these 
agreements. The revolving credit agreements contain certain restrictive provisions regarding the maintenance 
of net worth, working capital, coverage ratios and payment of cash dividends. At January 26, 1994, $1,859 of 
consolidated retained earnings were free of such restrictions. 

At January 26, 1994, Kmart Corporation had an interest rate swap agreement outstanding with a 
commercial bank. The agreement will expire in January 1995. Under this agreement, Kmart Corporation pays 
interest on a $50 notional principal amount based on a fixed rate. The variable rate is a calculated bond 
equivalent rate based on the 30-day commercial paper rate. Kmart Corporation’s effective interest rate on this 
agreement during 1993 was 7.9%. Kmart Corporation has limited exposure to credit loss for the differential 
between interest rates in the event of nonperformance by the other parties. 

At January 26, 1994, Kmart Corporation had a $200 line of credit and had guaranteed an additional $200 
line of credit, the proceeds of which will be used by certain of Kmart Corporation’s real estate development 
joint ventures. The agreement provides for interest on the borrowings calculated on a “LIBOR-based rate”. In 
addition, Kmart Corporation guaranteed a related interest rate swap with a notional principal amount of $50. 
As of January 26, 1994, there was $191 of borrowings outstanding under these agreements. 

Kmart Corporation has also entered into certain real estate arrangements whereby Kmart is obligated to 
purchase completed projects if alternate financing is not available to the developer. Kmart Corporation’s 
aggregate guarantees under these arrangements, and other lease guarantees for certain facilities previously 
sold, were $426 at January 26, 1994. 


Kmart Corporation and Coles Myer have guaranteed indebtedness related to certain properties in 
Australia on a joint and several basis. Coles Myer subsequently indemnified Kmart Corporation from any 
liability incurred pursuant to the Kmart guarantees. As of January 26, 1994, the amount guaranteed was $19. 

Kmart Corporation has guaranteed indebtedness related to certain of its leased properties financed by 
industrial revenue bonds. At January 26, 1994, the total amount of such guaranteed indebtedness was $284, of 
which $92 was included in capital lease obligations. The agreements will expire during fiscal years 2004 to 
2009. Kmart Corporation s exposure to credit loss, in the event of nonperformance by the other parties to the 
agreements, was $192 at January 26, 1994. However, no concentration of credit risk exists and Kmart 
Corporation does not anticipate nonperformance by the other parties. 

There are various claims, lawsuits, and pending actions against Kmart Corporation incident to its 
operations^It is the opinion of management that the ultimate resolution of these matters will not have a 
material effect on Kmart Corporation’s liquidity, financial position or results of operations. 
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— Continued 


Long-Term Debt 


Kmart Corporation’s long-term debt, net of unamortized discount, is comprised of the following: 


8%% debentures due 2017 . 

January 26, 1994 

January 27, 1993 

\OV 2 % debentures due 2017 . 


$ 291 

8 l /8% debentures due 1997 . 


200 

12 ! /8% notes due 1995 . 


199 

8Vs% notes due 2006 . 


150 

8'/4% notes due 2022 . 


199 

12 j / 2% debentures due 2005 . 


99 

8 3 /s% debentures due 2022 . 


100 

QQ 

7 3 /4% debentures due 2012 . 


yy 

I QQ 

7.95% debentures due 2023 . 


lyo 

Notes payable . 


inn 

Medium-term notes due 1994 through 2020 


jUU 

(8.33% weighted average interest rate). 


835 

Mortgages. 


522 

Other. 


162 

Total. 

. 2,617 

3,354 

Portion due within one year. 

. 390 

117 

Long-term debt. 

. $2,227 

$3,237 


Kmart Corporation plans to call for early redemption in the first quarter of 1994 of all S300 of its 8%% 
debentures due January 15, 2017. The resulting redemption premium and associated cost of $18, net of 
applicable taxes, has been reported as part of the loss on disposal of discontinued operations. 


In August 1993, Kmart Corporation called for early redemption of all $200 of its 8 l /s% debentures due 
January 1, 1997. The debentures were redeemed at 100% of the principal amount plus interest accrued to the 
date of redemption. In April 1993, Kmart Corporation called for early redemption of all $200 of its 10M> 
Sinking Fund Debentures due December 1, 2017. The resulting redemption premium of $10, net of applicable 
income taxes, has been reported as an extraordinary item. 


In February 1993, Kmart Corporation issued $300 of 7.95% debentures due February 1, 2023. These 
debentures are not redeemable prior to maturity. 

During fiscal 1992, Kmart Corporation issued mortgage notes payable of $211. The notes bear a weighted 
average interest rate of 8.41%. For most of these mortgage notes, interest is payable semiannually, and 
principal is payable annually through the year 2022. The notes are secured by various owned properties. 

In October 1992, Kmart Corporation issued $200 of 7%% debentures due October 1,2011 The 7%% 
debentures are no, redeemable prior ,0 maturity. In July 1992. Knwt Ccrpm u.n S >“ » »« 

debentures due July I. 2022. The »» * 

date, the debentures a ^ redee ^ a ^^ h ' amount . A t January 27, 1993, Kmart Corporation’s 

prices declining from 103 9% to J^ c P omm P ercia , pap er which has been classified as long-term debt, 

revolving credit agreements supported S300 of Kmart P Cq P ation ’ s lnte ntion and ability to maintain at 
Amounts classified as long-term debt are base 
least that amount of similar debt for a minimum o one \ear. 


35 









































































KMART CORPORATION 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued 
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During 1992, Kmart Corporation issued $200 of medium-term notes with a weighted average interest rate 
of 7.38% with maturity dates from seven to 12 years. 

Principal payments due on long-term debt for the five years subsequent to 1993 are: 1994 — $390’ 
1995 —$233; 1996 —$ 8 ; 1997 —$153; 1998 —$122. 

Based on the quoted market prices for the same, or similar issues, or on the current rates offered to Kmart 
Corporation for debt of the same remaining maturities, the fair value of long-term debt was $2,923 and $3,656 
at January 26, 1994 and January 27, 1993, respectively. 

Leases 

Description of Leasing Arrangements: Kmart Corporation conducts operations primarily in leased 
facilities. Kmart store leases are generally for terms of 25 years with multiple five-year renewal options which 
allow Kmart Corporation the option to extend the life of the lease up to 50 years beyond the initial 
noncancellable term. Substantially all specialty retail units are leased, generally for terms varying from five to 
25 years with varying renewal options. 

Certain leases provide for additional rental payments based on a percent of sales in excess of a specified 
base. Also, certain leases provide for the payment by the lessee of executory costs (taxes, maintenance and 

insurance). Some selling space has been sublet to other retailers in certain of Kmart Corporation’s leased 
facilities. 

Lease Commitments: Future minimum lease payments with respect to capital and operating leases as of 
January 26, 1994 follow: 


Fiscal Year: 

1994 . 

1995 . 

1996 . 

1997 . 

1998 . 

Later years. 

Total minimum lease payments 
Less-minimum sublease rental income 

Net minimum lease payments. 

Less: 

Estimated executory costs. 

Amount representing interest. 


Portion due within one year 
Long-term lease obligations 


Minimum Lease 
Payments 


Capital 

Operating 

$ 393 

$ 776 

384 

746 

379 

704 

368 

661 

352 

630 

3,221 

6,643 

5,097 

10,160 

— 

173 

5,097 

$ 9,987 


(1,488) 
(1,773 ) 
1,836 
H6 
$ 1,720 
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Rental Expense: A summary of operating lease rental expense and short- 


term rentals follows: 


Minimum rentals 
Percentage rentals .. 
Less-sublease rentals , 

Total. 


Reconciliation of Capital Lease Information. The impact of recording amortization and 
versus rent expense on capital leases follows: 


Amortization of capital lease property . $ 

Interest expense related to obligations under capital leases. 192 

Amounts charged to earnings. 309 

Related minimum lease payments net of executory costs. 

Excess of amounts charged over related minimum lease payments. $ 3 

Related minimum lease payments above exclude executory costs for 1993, 1992 and 1991 in the amounts 
of $91, $96 and $92, respectively. 


1993 

1992 

1991 

. $ 815 

$ 635 

$ 533 


50 

53 


(63) 

(55) 

.... $ 768 

S 622 

$ 531 

— 

— 


nortization and 

interest expense 

1993 

1992 

1991 


$ 113 

$ 109 


185 

181 


298 

290 

.... (306) 

(294) 

(283) 

.... $ 3 

$ 4 

$ 7 
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Business Group Information 

Upon approval and implementation by the Board of the Specialty Retail Stock Proposal, the capital 
structure of Kmart Corporation will be modified to provide for the issuance of five series of common stock: 
Kmart Stock, Borders-Walden Stock, Builders Square Stock, OfficeMax Stock and The Sports Authority 
Stock, which are each intended to reflect the performance of the respective business. Kmart Corporation’s 
historical business group operating results have been revised to conform to the Specialty Retail Stock 
Proposal. Business group information follows: 


Licensee 
Fees and 
Other 



Year 

Sales 

Income 

Kmart Group:... . 

. 1993 

$28,039 

$288 


1992 

26,470 

278 


1991 

25,548 

266 

Borders-Walden 

Group:. 

. 1993 

1,370.0 

0.6 


1992 

1,201.9 

1.4 


1991 

1,139.4 

0.7 

Builders Square 

Group:. 

1993 

2,718.8 

_ 


1992 

2,419.5 

_ 


1991 

2,048.5 

— 

OfficeMax 

Group:. 

1993 

1,421.8 

_ 


1992 

528.2 

_ 


1991 

65.1 

— 

The Sports 

Authority Group: 

1993 

606.9 

1.7 


1992 

411.5 

0.9 


1991 

240.9 

0.4 

Total Kmart 

Corporation: .... 

1993 

$34,156 

$291 


1992 

31,031 

280 


1991 

29,042 

267 


Total 

Equity in Revenues 

Income of from 

Affiliated Continuing 
Retail Retail 

Companies Operations 

Operating 
Income 
(Loss) (a) 

$110 

$28,437 

$ 110 

105 

26,853 

1,500 

110 

25,924 

1,348 

— 

1,370.6 

(167.8) 

— 

1,203.3 

46.1 

— 

1,140.1 

37.6 

— 

2,718.8 

(165.7) 

— 

2,419.5 

80.0 

— 

2,048.5 

73.8 

— 

1,421.8 

20.0 

— 

528.2 

0.5 

— 

65.1 

0.9 

— 

608.6 

21.0 

— 

412.4 

10.1 

— 

241.3 

3.4 

$110 

$34,557 

$ (183) 

105 

31,416 

1,636 

110 

29,419 

1,463 


Equity in 
Income of 
Affiliated 
Retail 
Companies 

Net 

Interest 

Income 

(Expense) 

Income (Loss) 
from 

Continuing 
Retail Operations 
Before Retained 
Interest and 
Income Taxes 

$110 

$(467) 

$ (247) 

105 

(411) 

1,194 

110 

(381) 

1,077 

— 

(0.9) 

(168.7) 

— 

(0.6) 

45.5 

— 

(0.5) 

37.1 

— 

(8.7) 

(174.4) 

— 

(3.5) 

76.5 

— 

(2.7) 

71.1 

— 

(0.1) 

19.9 

— 

0.5 

1.0 

— 

0.3 

1.2 

— 

_ 

21.0 

— 

(0.1) 

10.0 

— 

(0.2) 

3.2 

$110 

$(477) 

$ (550) 

105 

(414) 

1,327 

110 

(384) 

1,189 
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Year 

Identifiable 

Assets 

Retained 
Interest in 
the Specialty 
Retail 
Groups 

Investments 

in 

Affiliated 

Retail 

Companies 

Assets of 
Discontinued 
Operations 

Total 

Assets 

Depreciation 

and 

Amortization 

Capital 

Expenditures— 
Owned and 
Leased 

Kmart Group:. 

... 1993 

$12,602 

$ 1,746 

$606 

$911 

$ 15,865 

$ 591 

$ 936 

1,452 

1,391 


1992 

15,792 

1,412 

597 

68 

17,869 

517 


1991 

13,531 

1,154 

600 

69 

15,354 

443 

Borders-Walden 









Group: . 

... 1993 

1,001.6 

— 

— 

— 

1,001.6 

41.0 

71.0 


1992 

913.6 

— 

— 

— 

913.6 

35.6 

33.5 


1991 

659.5 

— 

— 

— 

659.5 

33.2 

20.3 

Builders Square 









Group:. 

... 1993 

1,130.1 

— 

— 

— 

1,130.1 

35.3 

111.5 


1992 

876.8 

— 

— 

— 

876.8 

29.6 

86.9 


1991 

679.8 

— 

— 

— 

679.8 

27.5 

52.0 

OfficeMax 









Group:. 

... 1993 

1,009.7 

— 

— 

— 

1,009.7 

26.3 

57.3 


1992 

448.6 

— 

— 

— 

448.6 

9.9 

21.2 


1991 

275.1 

— 

— 

— 

275.1 

1.1 

5.8 

The Sports 









Authority Group: .. . 

... 1993 

297.8 

— 

— 

— 

297.8 

10.2 

23.5 


1992 

236.4 

— 

— 

— 

236.4 

7.2 

26.5 


1991 

185.2 

— 

— 

— 

185.2 

4.4 

16.3 

Eliminations:. 

... 1993 

(54) (a) (1,746) 

_ 

_ 

(1,800) 

_ 

_ 


1992 

— 

(1,412) 

— 

— 

(1,412) 

— 

— 


1991 

— 

(1,154) 

— 

— 

(1,154) 

— 

— 

Total Kmart 









Corporation:. 

... 1993 

$15,987 

— 

$606 

$911 

$ 17,504 

$ 703 

$1,199(b) 

1992 

18,266 

— 

597 

68 

18,931 

600 

1,620 


1991 

15,330 

— 

600 

69 

15,999 

509 

1,486 


(a) Represents reclassification of deferred tax balances for individual financial statements. 


(b) Leased asset additions for Kmart Corporation were $177, $185 and $157 for 1993, 1992 and 1991, 
respectively. 


Pension Plans 

Kmart Corporation and its domestic subsidiaries have non-contributory pension plans covering most 
employees who meet certain requirements of age, length of service and hours worked per ^.Benefits! pawl 
retirees are based upon age at retirement, years of credited service an earnings, mar 
employees are covered by a defined contribution plan. Kmart Corporation s po icy 1 . , a$sets 

minimum amounts required by the Employee Retirement Income ecun y • c ' d al estate 

consist primarily of equity securities, fixed income securities, guaranteed wma* contract and real estate^ 

Kmart Corporation contributed $86 toitS 3 ^ 5 ^ was $68 in 1993, $53 in 

contribute to its principal pension plan in fiscal 1993 or nsca 
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KMART CORPORATION 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued 
(Dollars in millions, except per-share data) 


For Kmart Corporation’s principal pension plans, the following tables summarize the funded status, 
components of pension cost and actuarial assumptions: 


January 26, 1994 



Employees* 

Retirement 

Non-Qualified 



Pension Plan 

Plans 

January 27, 1993 

Actuarial value of benefit obligations: 



$(1,103) 

Estimated present value of vested benefits. 

$(1,438) 

$ (32) 

Estimated present value of non-vested benefits. 

(156) 

J1) 

(148) 

Accumulated benefit obligation. 

(1,594) 

(35) 

(1,251) 

Value of future pay increases. 

(247) 

_ If) 

(265) 

Projected benefit obligation. 

(1,841) 

(39) 

(1,516) 

Estimated market value of plan assets. 

1.490 

— 

1,388 

Plan assets under projected benefit obligation. 

(351) 

(39) 

(128) 

Unrecognized net asset. 

(106) 

3 

(HI) 

Unrecognized prior service cost. 

46 

4 

55 

Unrecognized net loss and other. 

227 

14 

32 

Adjustment required to recognize minimum liability. 

— 

(17) 

— 

Accrued pension costs . 

$ (184) 

$ (35) 

$ (152) 



1993 

1992 1991 

Components of pension expense: 




Normal service cost. 



$ 56 $ 50 

Interest cost on projected benefit obligation. 


132 

119 104 

Return on plan assets. 


.... (159) 

(117) (194) 

Net amortization and deferral of other components . ... 


27 

( 8 ) 88 

Total. 



$ 50 $ 48 

Actuarial assumptions at end of year: 



Discount rates . 



8.50% 8.75% 

9.50% 9.50% 

Expected return on plan assets. 



Salary increases. 



5.00% 5.00% 


Under the provisions of Financial Accounting Standard No. 87 (FAS 87), “Employers’ Accounting for 
Pensions,' Kmart Corporation is required to record an unfunded pension liability when accumulated benefit 
obligation exceeds plan assets. This liability is partially offset by an intangible pension asset, with the 
intangible asset being limited to the amount of unrecognized prior service cost, including unamortized 
transition obligation. At January 26, 1994, the unfunded pension liability exceeded the intangible pension asset 
by $10. FAS 87 requires this excess to be recorded as a reduction in shareholders’ equity 


Other Postretirement and Postemployment Benefit Plans 


Kmart Corporation adopted Financial Accounting Standard No. 106 “Employers’ Accounting for 
Postretirement Benefits Other Than Pensions” (FAS 106) at the beginning of fiscal 1993. This statement 
requires Kmart Corporation to accrue for future postretirement medical benefits. In prior years, these claims 
were expensed when paid. Net of applicable tax, a charge of $79, or $. 18 per share, was included in net income 
as the effect of an accounting change in 1993. 


, 10 ^ mar J Corporation's defined benefit pension plan, Kmart Corporation sponsors a defined 

benefit health care plan that offers postretirement medical benefits to full-time employees who have worked 10 
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until age oo. . ne p.an is contnoutory, witn retiree contributions adjusted annually. The accounting for the plan 
anticipates future cost-sharing changes to the written plan that are consistent with Kmart Corporation’s 
expressed intent to increase the retiree contribution rate annually for the expected general inflation rate for 
that year. In 1993, Kmart Corporation amended its plan to limit retiree benefits to 150% of average per capita 
benefits. 6 v y 

The following table sets forth the plans’ funded status reconciled with amounts shown in the balance 
sheet. 


January 26, 
1994 

Accumulated postretirement benefit obligation: 

Retirees. $ 7 

Fully eligible active plan participants. 24 

Other active plan participants. 43 

74 

Plan assets at fair value. _ 


Accumulated postretirement benefit obligation in excess of plan assets. 74 

Unrecognized prior service cost. 41 

Unrecognized net gain. .£ 6 ) 

Accrued postretirement benefit cost. $109 

Net periodic postretirement benefit cost includes the following components: 1993 

Service cost. S 3 

Interest cost . 

Actual return on plan assets. — 

Net amortization and deferral . .If) 

Net periodic postretirement benefit cost. $ 6 


The weighted-average annual assumed rate of increase in the per capita cost of covered benefits (i.e., 
health care cost trend rate) is 11.3% in 1994. This rate is assumed to decrease gradually to 5.25% by 2002 and 
remain at that level thereafter. The health care cost trend rate assumption has a significant effect on the 
amounts reported. For example, increasing the assumed health care cost trend rates by one percentage point in 
each year would increase the accumulated postretirement benefit obligations as of January 26, 1994, by 0.2%, 
and the aggregate of the service and interest cost components of net periodic postretirement benefit cost for 
fiscal 1993 by 2.28%. 


The weighted-average discount rate used in determining the accumulated postretirement 
obligation at January 26, 1994 was 7.25%. 

In addition. Financial Accounting Standard No. 112 “Employers’ Accounting for 
Benefits” (FAS 112) was issued in November 1992. FAS 112 is an extension of the concepts underlying 

FAS 106 for similar benefits provided to terminated or laid-off employees such as salaiy trance, 

. . . , ,_<► Thr pffprt of this statement is not significant. 


Shareholders’ Equity 

a 7 QA(m chares of Series B convertible preferred stock in 
In October 1992. Kmart Corporation l ““ ed . 7 c 84 f c 8 h ^rf S .ri es Bpretetred stock it convertible by 
exchange for all the outstanding stock of Borders, In^ ^ to adjus , ment in cer tain events, and is 
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KMART CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued 
(Dollars in millions, except per-share data) 

redeemable into common stock by Kmart Corporation after November 1, 1999 at a redemption rate based on 
the then-current market price of the common stock. In addition, the holders of such stock have the right to 
compel Kmart Corporation to call 50% of the outstanding stock for redemption into common stock after 
November 1, 1997, and to call 100% of the outstanding stock after November 1, 2002, at a redemption rate 
based on the then-current market price of the common stock. The preferential dividend is $11.50 per share, 
subject to adjustment between November 1, 1996 and October 31, 1998 if the market price of the common 
stock reaches a specified level. Common shares totaling 5,092,050 have been reserved for the conversion or 
redemption of the Series B convertible preferred shares. 

In August 1991, Kmart Corporation sold 23,000,000 $3.41 Depositary Shares, each representing 
one-quarter of a share of Series A conversion preferred stock, for $44 per Depositary Share. Unless called for 
redemption prior to September 15, 1994, each of the outstanding Depositary Shares will automatically convert 
into two shares of common stock of Kmart Corporation, subject to adjustment in certain events, on that date. 
The mandatory conversion factor and Kmart’s criteria for redemption of the Depositary Shares have been 
adjusted to reflect the common stock split distributed June 5, 1992. A total of 46,000,000 shares of common 
stock have been reserved for the conversion or redemption of the Series A conversion preferred shares. 

The holders of the Depositary Shares have the right to direct the Depositary to vote the Series A 
conversion preferred shares represented by their Depositary Shares in the election of directors and upon each 
matter coming before the meeting of the shareholders on the basis of one vote for every four Depositary 
Shares held. The holders of Series B convertible preferred stock have the right to vote upon such matters on 
the basis of one vote per share held. The holders of Series A conversion preferred stock, the holders of Series B 
convertible preferred stock and the holders of common stock vote together as one class except as otherwise 
required by the Articles of Incorporation. 

The Series A conversion preferred stock and the Series B convertible preferred stock rank senior to the 
common stock upon liquidation with respect to the amounts to which such preferred shareholders are entitled. 

Ten million shares of no par value preferred stock with voting and cumulative dividend rights are 
authorized; 5,750,000 are issued as Series A conversion preferred stock, 784,938 are issued as Series B 
convertible preferred stock and 3,465,062 are unissued. Of the unissued, 500,000 shares have been designated 
Series A junior participating preferred stock. 

Each share of outstanding common stock includes a right which entitles the holder to one-thousandth of a 
share of Series A junior participating preferred stock at an exercise price of $110, or to purchase, at the right’s 
then-current exercise price, common shares having a value twice the right’s exercise price. The rights are 
exercisable only if a person or group acquires, or attempts to acquire, ownership of 20% or more of Kmart 
Corporation s common stock, or, if the person or group acquires 10% of Kmart Corporation’s common stock 
and the Board of Directors of Kmart Corporation determines that such ownership is adverse to the long-term 
interests of Kmart Corporation and its shareholders. 
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Common and treasury shares outstanding and related 
January 27, 1993 and January 29, 1992 are as follows: 


changes for the three years ended January 26,1994, 


Common Shares— Including Treasury Shares 

1993 

1992 

1991 




Beginning of the year . 

Sold under stock option plans. 

Issued under performance restricted stock plan .... 

Issued under directors stock plan. 

Forfeited or withheld under performance restricted 

192,526 

413,072,028 

2,500,110 

101,820 

1,481 

409,421,174 

3,548,640 

117,836 

stock plan . 

Retirement of shares, at cost. 


(35,233) 

(15,622) 

End of the year . 


415,640,206 

413,072,028 

Treasury Shares 

Beginning of the year . 

Retirement of shares, at cost. 

8,756,822 

9,537,456 

9,723,724 

Reissue of shares for the Employee Savings Plan. 

.. (1,288,258) 

(780,634) 

(186,268) 

End of the year . 

7,468.564 

8,756,822 

9,537,456 


Employee Savings Plan 

The Employee Savings Plan provides that employees of Kmart Corporation and certain subsidiaries who 
have attained age 21 and completed one “Year of Service’’ can invest from 2% to 16% of their earnings in the 
employee’s choice of a growth equity fund, a balanced equity fund, a managed income fund or a Kmart 
common stock fund. For each dollar the employee invests up to 6% of his or her earnings, Kmart Corporation 
will contribute an additional 50 cents which is invested in the Employee Stock Ownership Plan (ESOP). 

As of June 17, 1986, 11,035,500 shares of Kmart common stock were made available for issuance or sale 
to the Trustee, consisting of 5,035,500 treasury shares and 6,000,000 authorized but unissued shares and, as of 
January 18, 1994, 7,467,600 treasury shares of Kmart common stock were made available for issuance or sale 
to the Trustee. As of January 26, 1994, 13,468,564 common shares remained available. Kmart Corporation’s 
expense related to the Employee Savings Plan was $48 for 1993, $4 for 1992 and $45 for 1991. 


Performance Restricted Stock Plan 

Under the Performance Restricted Stock Plan, the Compensation and Incentives Committee may grant 
awards for up to 4,000,000 shares of common stock to officers and other key employees of Kmart Corporation 
and its subsidiaries through March 21, 1998. The shares are issued onl> if speci e P er f 

achieved. The shares are issued as restricted stock and are held in the cu:>to > o m ^ r . fi , .. l s 
period up to three years. If conditions or terms under which an a"ar is grante are no 839 602 and 

arc forfeited. A, Januarv 26. 1964. outsianding awards and share, a-adable forgmi. ota ed 
2.891.298 respectively. Kmart Corporation recorded $3. S4 and $3 of compensate, expense related to 


Stock Option Plans 

Under the 1992 Stock Option Plan, the Compensation 
acquire shares of common stock to officers and other e> emp, guch options may be 

at no less than 100% of the fair market value of the common stock on the date grant. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued 
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either incentive stock options (ISOs) with a maximum term of ten years pursuant to Section 422 of the 
Internal Revenue Code or non-qualified stock options with a maximum term of 10 years and two days 
(NQSOs). Options become exercisable three years after the date of grant for the 1992 Stock Option Plan and 
two years after the date of grant for the 1973 and 1981 Stock Option Plans. The ability to grant options under 
the 1973 and 1981 Plans expired in August 1991 according to the terms of those Plans. 


Shares of common stock authorized for issuance under the 1992, 1981 and 1973 Stock Option Plans were 
20,000,000, 24,000,000 and 21,000,000, respectively. Payment upon exercise of an option may be made in 
cash, already owned shares or a combination of both according to the terms of those Plans. 


Pertinent information covering the Plans follows: 


1993 


1992 


Outstanding at beginning of year. 

Granted. 

Exercised. 

Cancelled. 

Outstanding at end of year. 

Exercisable at end of year. 

Available for grant at end of year 


Number 
of Shares 

19.489.867 
3,700,600 
(791,425) 
(303,875 ) 

22,095,167 

16.238.867 
14,143,700 


Option Price 
Per Share 

$9.90-$26.03 

24.06 

9.90- 21.94 

9.90- 26.03 
$9.90-$26.03 
$9.90-523.41 


Number 
of Shares 

20,220,670 

2,191,588 

(2,564,045) 

(358,346 ) 

19.489.867 

11.627.867 
17,704,000 


Option Price 
Per Share 

$6.44-$23.03 

26.03 

9.90-21.94 

6.44-26.03 

$9.90-$26.03 

$9.90-$21.94 


Quarterly Financial Information (Unaudited) 

Each of the quarters includes 13 weeks. 


1993 

Gross revenue from continuing retail operations . 

Cost of merchandise sold. 

Net income (loss) from continuing retail operations before 
extraordinary item and the effect of accounting changes 
Discontinued operations including the effect of accounting 

changes, net of income taxes. 

Loss on disposal of discontinued operations, net of income 

taxes . 

Extraordinary item, net of income taxes. 

Effect of accounting changes, net of income taxes 
Net income (loss). 

Earnings per common and common equivalent share: 

Net income (loss) from continuing retail operations before 
extraordinary item and the effect of accounting changes .... 
Discontinued operations including the effect of accounting 

changes, net of income taxes. 

Loss on disposal of discontinued operations, net of income 

taxes . 

Extraordinary item, net of income taxes. 

Effect of accounting changes, net of income taxes .! 

Net income (loss). 


Quarter 


First 

Second 

Third 

Fourth 

$7,415 

$8,539 

$8,183 

$10,420 

5,466 

6,309 

5,987 

7,884 

58 

125 

104 

(615) 

7 

(23) 

(10) 

(55) 

— 

— 

_ 

(521) 

(10) 

— 

— 

— 

(32) 

— 

— 

(2) 

S_23 

$ 102 

$ 94 

$(1,193) 

$ .12 

$ .27 

$ .22 

$ (1.35) 

.02 

(.05) 

(.02) 

(.12) 

— 

— 

_ 

(1.14) 

(.02) 

— 

_ 


(.07) 

— 

— 

— 

$ .05 

$ .22 

$ .20 

$ (2.61) 
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Quarter 


1992 

Gross revenue from continuing retail operations . 

Cost of merchandise sold . 

Net income from continuing retail operations . 

Discontinued operations . 

First 

Second 

Third 

Fourth 


$7,663 

5,613 

160 

8 

$7,266 

5,311 

116 

6 

$ 9,607 
6,859 
500 
35 

Net income. 


$ 168 

$ 122 

$ 535 

Earnings per common and common equivalent share: 

Net income from continuing retail operations. 


$ .35 

$ .26 

$ 1.08 

Discontinued operations . 


.02 

.01 

.07 

Net income. 

.... $ .26 

$ .37 

$ .27 

$ 1.15 


Net income for the fourth quarters of 1993 and 1992 include net LIFO credits of $44 and $48, 
respectively. 

Previously published quarterly financial data have been restated for discontinued operations. 


Quarterly Stock Market Information and Dividend Highlights: 


1993 

Dividends paid per common share 
Common stock price range* 

High. 

Low. 


1992 

Dividends paid per common share 
Common stock price range* 

High. 

Low. 


Quarter 


First 

Second 

Third 

Fourth 

$.23 

$.24 

$.24 

$.24 

25 

23% 

24% 

24% 

22% 

19% 

20 

21 


Quarter 


First 

Second 

Third 

Fourth 

$.22 

$.23 

$.23 

$.23 

27 

26% 

25% 

27% 

22% 

21% 

21% 

23% 


* Calendar quarters. 


As of January 26, 1994, there were 85,920 Kmart Corporation shareholders of record. Kmarl 
common stock is listed on the New York, Pacific and Chicago stock exchanges (tra ing sym 
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